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Notice to Readers
This Audit Risk Alert is intended to provide auditors who per­
form audits under Government Auditing Standards or Office of 
Management and Budget (OM B) Circular A -133, Audits o f  
States, Local Governments, and Non-Profit Organizations, with an 
overview of recent industry, legislative, regulatory, and other pro­
fessional developments that may affect those audits.
This publication is an Other Auditing Publication as defined in 
AU section 150, Generally Accepted Auditing Standards (AICPA, 
Professional Standards). Other Auditing Publications have no au­
thoritative status; however, they may help the auditor understand 
and apply Statements on Auditing Standards.
If you as an auditor apply the auditing guidance included in an 
Other Auditing Publication, you should be satisfied that, in your 
judgment, it is both appropriate and relevant to the circum­
stances o f your audit. The auditing guidance in this document 
has been reviewed by the AICPA Audit and Attest Standards staff 
and published by the AICPA and is presumed to be appropriate. 
This document has not been approved, disapproved, or otherwise 
acted on by a senior technical committee of the AICPA.
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Government Auditing Standards and 
Circular A-133 Audits— 2006
Purpose and Timing of This Alert
This Alert is intended to describe changes and updates that are 
important for you to know if you perform audits under (1) Gov­
ernment Auditing Standards (GAS, also known as the Yellow 
Book) issued by the Government Accountability Office (GAO) 
or (2) Office o f Management and Budget (OMB) Circular A- 
133, Audits o f States, Local Governments, and Non-Profit Organi­
zations (Circular A-133). It also is intended to alert you to risks in 
performing Yellow Book and Circular A-133 audits and to direct 
you to sources of information to address those risks.
In preparing this Alert, we have assumed that you have some 
basic knowledge about audits performed under the Single Audit 
Act Amendments o f 1996 (the Single Audit Act) (Public Law 
[P.L.] 104-156, July 5, 1996), Circular A-133, and GAS. If you 
have not performed one of these audits recently, or are new to the 
area, you may want to refer to the AICPA Audit Guide Govern­
ment Auditing Standards and Circular A-133 Audits (GAS/A-133 
Guide) and the Web site o f the AICPA Governmental Audit 
Quality Center (www.aicpa.org/GAQC) for more comprehensive 
guidance.
Industry Developments
Requirements Continue to Change
Those of you who perform GAS or Circular A-133 audits recog­
nize that in this field, the requirements are complex and change 
frequently. During the past year, there were fewer changes than in 
previous years. The changes since the 2005 Alert are summarized 
here.
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• The OMB issued a revision to the Circular A-133 Compli­
ance Supplement (Compliance Supplement) in April 2006.
• The GAO, OMB, and other federal agencies, as well as the 
AICPA, provided guidance to auditees and auditors that 
were affected by natural disasters, including Hurricanes 
Katrina and Rita, and in some cases provided waivers of 
certain requirements.
Other recent and upcoming events that may affect your current 
or future audits, and that are discussed in this Alert, include:
• The AICPA Auditing Standards Board (ASB) adopted 
changes to the terminology the ASB will use to describe 
the degrees o f responsibility that the requirements impose 
on the auditor or the practitioner and revised its standards 
for audit documentation and dating the auditor’s report.
• The ASB has issued changes to generally accepted auditing 
standards (GAAS) that will result in substantial changes in 
audit practice through enhanced application of the audit 
risk model.
•  The ASB issued a new auditing standard on communicating 
internal control matters that will be effective for December 
31, 2006, year-end audits that will likely have significant 
implications for both Yellow Book and single audits.
• The GAO is expected to issue a comprehensive revision to 
GAS before the end of 2006.
• The Department o f Housing and Urban Development 
(HUD) is working to revise its Consolidated Audit Guide 
for Audits o f HUD Programs.
You should be aware o f the various requirements for GAS and 
Circular A-133 audits, as well as the effects o f the changes de­
scribed here on the audits you perform. It also might be an ap­
propriate time to consider a few extra educational courses. 
Appendix B, “Research Tools, Aids, and Other Resources,” lists 
relevant courses offered by the AICPA. Further, you and other 
members of the engagement team may want to become familiar
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with and gain access to the many forms of guidance that are avail­
able (for example, the most current GAS/A-133 Guide, GAS, 
Circular A-133, and Compliance Supplement). Key members of 
the team may also want to read this Alert.
Audit Quality Continues to Be a Concern
From the standpoint o f the federal user, audits conducted under 
Circular A-133 are a key accountability mechanism for the ex­
penditure of taxpayer dollars. Consequently, audit quality contin­
ues to be an area of utmost importance. Both peer reviews and 
AICPA Professional Ethics Division (PED) investigations of 
audit organizations continue to indicate that there are problems 
in the GAS and Circular A-133 audits they are reviewing. Federal 
Offices of Inspectors General (OIGs) have found problems based 
on their reviews of Circular A-133 audits that are consistent with 
those found by the AICPA. As a result, the OIGs have reviewed a 
national statistical sample of audits conducted under GAS and 
Circular A-133 and plan to report on their findings in December 
2006. Their objective in performing those reviews is to be able to 
identify how extensive the audit quality problems may be. That 
review is described herein in the section entitled “National Statis­
tical Sample of Audit Quality.”
You should keep these quality concerns in mind as you prepare 
for and perform your GAS and Circular A-133 audits this year 
and you should consider taking steps to avoid recurring common 
failures. See the section of this Alert entitled “Adherence to Pro­
fessional Standards and Requirements.”
Regulatory, Legislative, and Other Developments
This section sets forth some recent changes to relevant regulatory, 
legislative, and other guidance affecting GAS and Circular A-133 
audits.
Importance of the 0MB Circular A-133 Compliance Supplement
The Circular A-133 Compliance Supplement, issued annually by 
OM B, identifies existing important compliance requirements
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that the federal government expects to be considered as part of an 
audit required by the Single Audit Act. For the programs it in­
cludes, the Compliance Supplement provides you with a source of 
information to understand the federal programs objectives, pro­
cedures, and compliance requirements relevant to the audit, as 
well as the audit objectives and suggested audit procedures for de­
termining compliance with these requirements. For programs not 
listed in the Compliance Supplement, you should follow its Part 7, 
“Guidance for Auditing Programs Not Included in This Compli­
ance Supplement,” which instructs you to use the types of com­
pliance requirements contained in the Compliance Supplement as 
guidance for identifying the types of compliance requirements to 
test, and to determine the requirements governing the federal 
program by reviewing the provisions of contracts and grant agree­
ments and the laws and regulations referred to in such contracts 
and grant agreements.
Help Desk—The 2006 Compliance Supplement and two previ­
ous years’ versions can be found on the OMB Web site at 
www.whitehouse.gov/omb/circulars/index.html.
2006 Compliance Supplement
The OMB issued the 2006 Compliance Supplement in April 2006. 
Unlike the 2005 Compliance Supplement, the 2006 Compliance 
Supplement was issued in its entirety. The 2006 Compliance Sup­
plement is effective for audits of fiscal years beginning after June 
30, 2005, and supersedes the Compliance Supplement issued in 
March 2004 and updated in May 2005.
Appendix V of the Supplement, “List of Changes for the 2006 
Compliance Supplement,” is a key piece of information to iden­
tify all of the changes the OMB is making to the Supplement.
Some of the more significant changes in the 2006 Compliance 
Supplement include the following:
• Four new programs were added as follows:
a. Catalog o f Federal Domestic Assistance (CFDA) 
84.938, H urricane Education Recovery Act Programs.
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b. CFD A  93.776, Hurricane Katrina Relief Program 
(added to the Medicaid Cluster).
c. CFDA 93.794, Reimbursement of State Costs for Pro­
vision of Part D Drugs.
d. CFDA 98.008, Food for Peace Emergency Program 
(added to form Foreign Donation Cluster with CFDA 
98.007).
Two programs were deleted as follows:
a. CFDA 17 .253, Welfare-to-Work Grants to States and 
Localities.
b. CFD A  93.108, Health Education Assistance Loans 
(HEAL).
Part 2, “Matrix of Compliance Requirements,” was revised 
to add and remove programs to make the matrix consistent 
with the table of contents and Part 4, “Agency Program 
Requirements.”
A revision to Part 3, “Compliance Requirements,” was 
made to reflect the transfer of various federal cost princi­
ples, OM B Circular A-110, Uniform Administrative Re­
quirements for Grants and Agreements With Institutions o f 
Higher Education, Hospitals, and Other Non-Profit Organi­
zations, and guidance on nonprocurement debarment and 
suspension to Title 2 of the Code of Federal Regulations 
(CFR). Although OMB accomplished this transfer within 
the CFR, you should be aware that agencies may not have 
completed the transfer within their own guidance. In the 
revised Part 3, for example, OM B cautions that even 
though OMB has reissued its debarment and suspension 
guidance in 2 CFR part 180, that guidance has not yet been 
adopted by the various federal agencies. Pending that adop­
tion, agency implementations of the Common Rule remain 
in effect. See related discussion in the following section of 
this Alert entitled “OMB Grant Streamlining Process.”
Part 3.D  was also updated to indicate that the auditor 
should consult Appendix VI for a waiver o f Davis-Bacon
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requirements as a result of Hurricane Katrina (see the dis­
cussion of Appendix VI later in this Alert), and Part 3.1 
was updated to more clearly state the requirements of the 
Common Rule, which was effective November 26, 2003.
In Part 4, changes were made to CFDA numbers in the 
following series; 10 (Agriculture), 11 (Commerce), 12 
(Defense), 14 (HUD), 17 (Labor), 20 (Transportation), 21 
(Treasury), 45 (National Endowment for the Humanities), 
81 (Energy), 84 (Education), 93 (Health and Human Ser­
vices), 97 (Homeland Security), and 98 (USAID). (A full 
revised text of these changes is provided on the OMB Web 
site for these programs.) Some o f the more significant 
changes include:
-  Revisions to CFDA 11.300 and 11.307 as a result of 
regulatory and legislative changes.
-  Revision to the Department of Education cross-cutting 
section (CFDA 84.000) to add CFDA 84.938 to the 
list, as well as numerous other revisions.
-  A modification to the Department of Homeland Secu­
rity (DH S) CFD A 97.067 to, among other things, 
specify that Emergency Management Performance 
Grants are no longer part of this cluster.
-  Revisions to numerous other programs relating to the 
federal agencies previously cited, to either add new guid­
ance, remove outdated guidance, make clarifications, or 
to add a new section titled “Other Information” to di­
rect the auditors attention to Appendix VI, “Waivers 
and Special Provisions,” for information on Hurricane 
Katrina and Rita waivers or other hurricane-related spe­
cial provisions (see the discussion later in this Alert).
In Part 5, “Clusters of Programs,” the OMB has added to 
the compliance requirements and suggested audit proce­
dures for the Research and Development (R&D) cluster of 
programs to draw the auditor's attention to areas of vulnera­
bility and has deleted the Health Education Assistance Loan 
Program from the Student Financial Assistance cluster of
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programs. If you audit R& D clusters, you should be aware 
that the Supplement in Part 5 states that recent audits and 
qui tam cases have highlighted vulnerabilities in that cluster. 
Part 5 indicates that the auditor should give particular atten­
tion to salaries and wages, reporting documentation, facili­
ties and administrative rates, and cost transfers. Further, the 
Student Financial Assistance cluster was updated (including 
the deletion of the H ealth Education Assistance Loan Pro­
gram from the cluster), the Medicaid cluster was expanded, 
a new Foreign Food Donation cluster was added, and the 
Consolidated H ealth Centers cluster was deleted.
In Appendix VI, “Waivers and Special Provisions Guid­
ance Related to H urricanes Katrina and Rita,” was added, 
to provide information related to these natural disasters. 
The section of this Alert entitled “Effect of Hurricanes Ka­
trina and Rita” describes this guidance. This section in­
cludes all the programs with special provisions/waivers due 
to hurricanes Katrina and Rita. It contains all affected pro­
grams whether or not they are included in Part 4 o f the 
Compliance Supplement. The appendix has a listing of the 
programs and for each program, the special provisions are 
described, along with the particular sections affected if 
they are included in Part 4. Also, cross-references are in­
cluded in Part 4 to this Appendix for the major programs.
0MB Grant Streamlining Process
The simplification of federal grants management that was man­
dated by the Federal Financial Assistance Management Improve­
ment Act o f 1999, PL. 106—107, which is contained in www. 
whitehouse.gov/omb/grants/reform.html, has the following 
objectives:
• To improve the effectiveness and performance of federal 
grant programs.
• To simplify grant application and reporting requirements.
• To improve the delivery of services to the public.
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• To facilitate greater coordination among those responsible 
for delivering such services.
The most likely aspect of the current streamlining effort to affect 
your Circular A-133 audits is the movement of the cost principles 
and other policy guidance to one location in the CFR. In May 
2004, OMB established Title 2 o f the C FR  with two Subtitles 
[69 FR 26276]. Subtitle A, Government-wide Grants and Agree­
ments, is intended to contain OMB policy guidance to federal 
agencies on grants and agreements, and Subtitle B, Federal Agency 
Regulations for Grants and Agreements, is intended to contain fed­
eral agencies’ regulatory implementation o f the OM B policy 
guidance. In a Federal Register Notice dated August 31, 2005 
(which can be accessed on the OMB Web site at www.whitehouse. 
gov/om b/fedreg/2005/083105_grants_policy.pdf), OM B an­
nounced that it had started the first phase of this process by mov­
ing certain of its policy guidance into Title 2 CFR, Subtitle A, 
Chapter II, parts 215 (OMB Circular A-21, Cost Principles for 
Educational Institutions), 220 (OMB Circular A-87, Cost Principles 
for State, Local, and Indian Tribal Government), and 225 (OMB 
Circular A -122, Cost Principles fo r Non-Profit-Organizations). 
Web locations for each OMB Cost Principle are as follows:
• OM B Circular A-21 can be found at www.whitehouse. 
gov/ omb/fedreg/2005/083105_a21.pdf.
• OM B Circular A-87 can be found at www.whitehouse. 
gov/ omb/fedreg/2005/083105_a87.pdf.
• OMB Circular A-122 can be found at www.whitehouse. 
gov/omb/fedreg/2005/083105_a122.pdf.
These relocations are part of the OM B’s broader initiative to cre­
ate Title 2 CFR as a single location where the public can find both 
OMB guidance for grants and agreements and the associated fed­
eral agency implementing regulations. In the second phase, OMB 
will publish guidance in Chapter I of Subtitle A after (1) propos­
ing for public comment any changes to streamline and simplify 
the cost principle guidance discussed here, based on recommen­
dations from the interagency working groups implementing Pub­
lic Law 106—107; and (2) resolving the comments and finalizing
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the guidance with the help of the working groups. The 2004 revi­
sions to the cost principles appear at www.whitehouse.gov/omb/ 
grants/2004_cost_principles_exhibit.pdf. A chart that compares 
the provisions of the various cost-principles circulars appears at 
www.whitehouse.gov/omb/grants/2004_crosswalk.pdf. If you 
need to cite the cost principles in your report or findings, you 
could refer to Part 215, Title 2, CFR, Subtitle A, Chapter II, and 
then the appropriate Part.
As part of phase one, OMB also moved OMB Circular A-110 to 
Title 2 CFR. More information on the Circular A-110 move can 
be found at www.whitehouse.gov/omb/fedreg/2004/040511_ 
grants.pdf. OMB also published its guidance on nonprocurement 
debarment and suspension in Subtitle A, Chapter I, part 180 
(see www.whitehouse.gOv/omb/fedreg/2005/083105_debarment. 
pdf). OMB has stated that it is publishing debarment and sus­
pension guidance in Chapter I at this time because it does not ex­
pect any changes to the guidance in the near future. The guidance 
is up-to-date because it is substantively the same as the Common 
Rule that 33 federal agencies recently updated [68 FR 66534, 
November 26, 2003] after resolving public comments.
Much o f the remainder o f the current streamlining effort affects 
your clients as they go through the grant application and report­
ing process. Further information is on the OM B Web site at 
WWW.omb.gov/grants.
Applicability of the OMB Cost Principles
Generally, Circulars A-21, A-87, and A-122 prescribe the cost ac­
counting policies associated with the administration o f federal 
awards in the form of grants, contracts, and other agreements. 
Two exceptions follow:
• Federal awards administered by publicly owned hospitals 
and other providers o f medical care are exempt from 
O M B’s cost principles circulars, but they are subject to re­
quirements promulgated by the sponsoring federal agen­
cies (such as 45 Code of the Federal Regulations, Part 74, 
Appendix E, issued by HHS).
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• For-profit entities and certain not-for-profit organizations 
(NPOs) listed in Attachment C to Circular A-122 are sub­
ject to the cost principles set forth in Federal Acquisition 
Regulations, Section 31.2.
The cost principles applicable to a nonfederal entity apply to all 
federal awards received by the entity, regardless o f whether the 
awards are received directly from the federal government or indi­
rectly through a pass-through entity (PTE). The circulars listed 
above describe selected cost items, allowable and unallowable 
costs, and standard methodologies for calculating indirect cost 
rates (such as methodologies used to recover facilities and admin­
istrative costs at nonfederal entities). As noted in Part 5 of the 
Compliance Supplement, the proper application of the cost princi­
ples is an important compliance requirement. You should be fa­
miliar with the cost principles that apply to your clients and 
ensure that you are using the appropriate cost principles as you 
pursue the audit objectives set forth for such costs in the Compli­
ance Supplement.
Data Collection Form and Federal Audit Clearinghouse Update
The Federal Audit Clearinghouse (FAC) operates on behalf o f 
OM B. Its primary purpose is to collect and disseminate single 
audit and program-specific audit information to federal agencies 
and the public. Your client is responsible for submitting to the FAC 
the required reporting packages, including your audit reports, and 
the data collection form (Form SF-SAC). You are required to com­
plete a significant portion of the form before it is submitted.
You can download Form SF-SAC from or fill it out on the FAC 
Web site at http://harvester.census.gov/fac. That site also contains 
the form’s instructions. The FAC encourages you and your client 
to complete the submission online because its system provides 
edit checks that will increase the likelihood that the form will be 
accepted without errors. There are separate forms for audits of 
fiscal periods ending in 1997 to 2000, 2001 to 2003, and 2004 
to 2006. The 2004 to 2006 form should be used for audits cover­
ing fiscal periods ending in 2004, 2005, and 2006. Submissions
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covering fiscal periods with end dates before January 1, 2004, 
should use one of the prior versions of the data collection form.
Several areas o f discussion this year have concerned Form SF- 
SAC. The first relates to Section 320d o f Circular A-133, which 
requires that multiple copies of the reporting package be submit­
ted to the FAC. With recent advances in technology, the FAC has 
indicated that it needs only one copy to scan and distribute elec­
tronically to the appropriate federal agencies. OM B is in the 
process of working to develop a memorandum that would limit 
the current Circular A-133 requirement for submission of multiple 
copies o f the reporting package to a single reporting package. 
Once such a memorandum is issued, it would be posted to the 
OMB Web site (www.omb.gov/grants). However, until such time 
that an OMB memorandum is issued regarding this issue, the ex­
isting requirements of Circular A-133 should be followed. Even 
though actual submission of the reporting packages to the Clear­
inghouse is your client’s responsibility, we want you to be aware 
of the developments in this area in the event you are asked to help 
or advise your client. Watch the OMB Web site or the AICPA 
Governmental Audit Quality Center (GAQC) Web site (www. 
aicpa.org/GAQC) for future updates.
Additionally, some for-profit entities are required by granting 
agencies through either a grant clause or contract to have a Cir­
cular A-133 audit (or an audit that is very similar to a Circular A- 
133 audit). The FAC has requested that we ask auditors to 
remind their for-profit clients that must undergo such an audit 
that they are not to send a data collection form or reporting pack­
ages to the FAC. The package should be sent, however, to the re­
questing federal or state agency.
Finally, there is another area of the 2004-2006 Form SF-SAC 
that has generated a lot of questions over the past year. The ques­
tions relate in general to a part of the form that your clients are 
required to complete; we are discussing it in this Alert because 
your clients may ask for your assistance, particularly as it relates 
to the Data Universal Numbering System (DUNS) number. A 
D U N S number is a nine-digit identification sequence assigned 
by Dun &  Bradstreet. The instructions to the 2004—2006 Form
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SF-SAC state that your clients that are considered direct appli­
cants (that is, the entity that made the grant application to the 
federal government, including states, local, and tribal govern­
ments, and other entities receiving block or other mandatory 
grants) are required to enter their DUNS number(s) for submis­
sions effective starting with submissions for fiscal periods ending 
in 2005. The questions that have arisen are the result o f a ques­
tion and answer that appear in a frequently asked questions and 
answers document on the FAC’s Web site. Question 21 o f that 
document addresses whether DUNS numbers are required. The 
answer states that the OM B requests, but does not require, a 
D U N S number to be entered for all entities submitting a Data 
Collection Form. Upon further inquiry of OMB and FAC staff, 
we have ascertained that the inclusion of a D U N S number is not 
required and that the FAC will not reject a data collection form 
submission that does not contain such a number.
The FAC has on its Web site the previously mentioned and other 
frequently asked questions, which provide additional guidance 
on completing the form. You also should note that the FAC 
maintains an online database of audit submissions. Appendix C 
discusses more about the FAC, Form SF-SAC, and how you can 
use the FAC database to help lessen the chance that your organi­
zation’s audits have quality issues.
Help Desk—Auditors have found the FAC staff to be quite 
helpful in answering questions about the submission process.
For questions about submitting Form SF-SAC and reporting 
packages, contact the FAC by e-mail at govs.fac@census.gov, 
by phone at (800) 253-0696, or by fax at (301) 457-1592. For 
questions regarding previous submissions, please call the FAC 
processing unit at (888) 222-9907.
Other Developments: Low-Risk Auditees, School Lenders, 
and Medicaid
Circular A-133 Low-Risk Auditee Waiver Guidance Provided 
by Department of Education
The Department o f Education (DOE) Office of the Chief Fi­
nancial Officer (O CFO ) has posted guidance titled Interim
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Procedures for Entities Seeking Waiver o f Single Audit Circular Re­
quirements to Receive Low-Risk Auditee Status to their Web site at 
www.ed.gov/about/offices/list/ocfo/fipao/waivers.html. If an en­
tity meets the requirements set forth in Circular A-133 for low- 
risk auditees, auditors need only audit federal programs that, in 
the aggregate, include at least 25 percent of all federal awards ex­
pended. In certain cases, entities that fail to meet the low-risk au­
ditee requirements may still qualify if they can demonstrate that 
certain qualifications or reported deficiencies do not affect their 
management of federal awards. Such entities may request low- 
risk auditee status by seeking a waiver from their cognizant or 
oversight federal agency. The DOE has recently issued the guid­
ance for entities that wish to apply for a waiver where the depart­
ment serves as either the cognizant or oversight agency for audit. 
While this is really an issue for your clients, we mention it here so 
you are aware of it.
Low-Risk Auditee Status and Late Clearinghouse Submissions
As previously noted, Section 530 of Circular A-133 defines the 
criteria an auditee must meet to be considered a low-risk auditee. 
The OIGs have raised questions about whether an auditee can be 
considered a low-risk auditee if it submitted its prior year report­
ing package and data collection form to the FAC past the nine- 
month deadline established in Circular A -133. OM B and the 
OIG community are working to issue guidance for consistent in­
terpretation of this requirement. You can determine the date on 
which the FAC received your client's prior-year FAC submission 
by going to the FAC Web site at http://harvester.census.gov/fac 
and clicking on “Search the Single Audit Database” and then on 
the button “Retrieve Records.” Then click on “Advanced Entity 
Search,” which appears under the heading “Search for Status of 
Submissions.” Once there, enter your client’s name and look to 
the heading “Initial Date Received” to determine when your 
client’s submission was received by the FAC.
Help Desk—Until such time that the OIG community issues 
authoritative guidance supporting their interpretation on this 
matter, we suggest that you consider contacting the cognizant 
or oversight agency for audit with any questions you may have
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relating to your specific clients. Contact information for the 
Single Audit Coordinator for each federal agency can be found 
in Appendix III of the 2006 Compliance Supplement.
Certain School Lenders Required to Have a Lender 
Compliance Audit Under New Rules
The Higher Education Reconciliation Act o f 2005 (P.L. 
109-171) changed various provisions of the Federal Family Edu­
cation Loan (FEEL) Program, including a change in audit re­
quirements. This law provides that schools that participate in the 
FFEL program as lenders must submit an annual lender compli­
ance audit to the DOE. D O E plans to issue guidance on when 
and how that new requirement must be implemented by school 
lenders, including those schools that are required to be audited 
under OMB Circular A-133. When the guidance is issued, it will 
be available on the DO E OIG Nonfederal Audits Team Web site 
at www.ed.gov/about/offices/list/oig/nonfed/index.html.
Medicaid Erroneously Considered a Major Program at Some 
Entities Only Receiving Funds as a Provider of Services
The U.S. Department of Health and Human Services (DHHS) 
has found that in some single audits, Medicaid payments received 
by providers o f patient care services were erroneously included on 
the providers’ Schedule o f Expenditures o f Federal Awards 
(SEFAs) as federal awards expended and tested as a major pro­
gram. You should note that Section 205(g) o f Circular A-133 
states, “Medicaid payments to a subrecipient for providing pa­
tient care services to Medicaid eligible individuals are not consid­
ered federal awards expended under Circular A-133 unless a State 
requires the funds to be treated as federal awards expended be­
cause reimbursement is on a cost-reimbursement basis.”
Effect of Hurricanes Katrina and Rita
In reaction to Hurricanes Katrina and Rita, significant amounts 
of governmental assistance are being used to assist victims and to 
support a long and costly reconstruction effort. Such assistance 
has been provided to affected citizens, state and local govern­
ments, businesses, and others. These natural disasters have also
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created challenges for auditors and their clients in the affected 
areas. Various federal agencies have issued guidance to assist those 
entities receiving federal funds and their auditors. The following 
sections describe the relevant guidance issued.
GAO Guidance; Disaster-Related Exemptions
In December 2005, the GAO released on its Web site a docu­
ment granting temporary exemptions from certain provisions of 
the 2003 revision of Government Auditing Standards for auditors 
and audit organizations affected by Hurricanes Katrina and Rita 
and additional guidance to protect the public interest related to 
government spending of public funds in the relief effort. The 
document, titled Government Auditing Standards: Temporary Ex­
emptions and Guidance in Response to Hurricanes Katrina and Rita, 
is available at www.gao.gov/govaud/ybk01.htm. The areas ad­
dressed in the GAO document include independence, peer re­
view, continuing professional education (CPE), and issues related 
to lost or destroyed records and documentation. Auditors that 
audit entities in the Presidentially Declared Disaster Areas are en­
couraged to read GAO’s temporary exemption document in its 
entirety.
Throughout the GAO document, there are reminders to audit 
organizations that they need to ensure that they also comply with 
related requirements of other regulatory bodies or other standards- 
setting bodies that they are subject to (for example, those of the 
AICPA— see also “AICPA Guidance” later in this section). There­
fore, before adopting any o f the temporary exemptions in the 
GAO document, an audit organization should consider other ap­
plicable requirements.
The following includes a summary of the more significant areas 
of the GAO document.
Independence. The GAO document provides temporary exemp­
tions from the Government Auditing Standards independence 
standards as follows:
• Management services related to accountability and internal 
control over the relief efforts. Audit organizations that have
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audit responsibilities for entities affected by Hurricanes 
Katrina and Rita are temporarily exempt from certain inde­
pendence requirements of Government Auditing Standards 
that prohibit or place restrictions on providing nonaudit 
services that involve performing management functions, 
other than accounting and bookkeeping services, if all of 
the conditions listed in GAO’s document paragraph 1.01 
(a)-(h) exist. The temporary exemption applies for financial 
statement audits of periods ending through September 30, 
2006, and for performance audits and attestation engage­
ments of activity through September 30, 2006. The GAO 
provides the following examples of activities for which an 
audit organization’s involvement may help promote the 
public interest:
-  Providing internal audit services.
-  Providing assistance in developing and designing inter­
nal controls related to the relief efforts.
-  Providing assistance in designing accountability mecha­
nisms, reporting, or the related systems for tracking the 
progress and spending in the relief efforts.
-  Reviewing procurements or payments related to the re­
lief efforts before they are executed (but not as the sole 
reviewer).
• Accounting and bookkeeping services for reconstruction of 
lost or destroyed records. Audit organizations that have 
audit responsibilities for entities whose records were lost or 
destroyed in the disasters are exempt from the indepen­
dence requirements of Government Auditing Standards that 
prohibit or place restrictions on accounting and bookkeep­
ing services, if all the conditions listed in GAO’s document 
paragraph 1.01 (a)-(d) exist.
Peer Review. GAO recognizes that some audit organizations will 
not be able to meet the peer review requirements in paragraph 
3.52 of Government Auditing Standards. Therefore, the document 
provides temporary exemptions from peer review requirements 
for affected audit organizations.
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CPE. GAO recognizes that some auditors and audit organizations 
will not be able to meet the CPE requirements in paragraph 3.45 
of Government Auditing Standards and the April 2005 Govern­
ment Auditing Standards: Guidance on GAGAS Requirements for 
Continuing Professional Education. Therefore, the document pro­
vides exemptions from the CPE requirements for affected audit 
organizations and auditors.
Lost or Destroyed Records and Documentation. The GAO docu­
ment provides guidance for situations where an audit is required 
and an audited entity’s financial records, program records, or sup­
porting documentation are lost or destroyed. It also provides 
guidance for situations where audit documentation is lost or de­
stroyed before issuance of a report.
OM B Guidance
OMB has also addressed how single audit procedures might be 
affected by the hurricane disaster in Appendix VI of the 2006 
Compliance Supplement. For example, it addresses how eligibility 
testing is to be carried out for situations where displaced hurricane 
victims have moved to another state and are receiving federal 
benefits with little to no proof of eligibility. See the related sec­
tion of this Alert titled “2006 Compliance Supplement.” Addi­
tionally, the OMB also issued two pieces of guidance relating to 
Hurricanes Katrina and Rita. While this guidance is directed pri­
marily at federal agencies, it should be of interest to auditors with 
clients in affected areas that are subject to Circular A-133. The 
first OM B document (available at www.whitehouse.gov/omb/ 
financial/fia/hurricanes_katrina_rita_10-13-05.pdf) provides 
guidance to federal agencies on providing hurricane victims ac­
cess to streamlined registration and enrollment in federal benefit 
programs for which they qualify. The second OMB document 
(available at www.whitehouse.gov/omb/financial/fin/katrina_ 
admin_relief_093005.pdf) provides guidance to federal chief fi­
nancial officers and grant policy officials in relieving short-term 
administrative and financial management requirements under 
the OM B Circulars (A-21, A-87, A -102, A-110, and A-122). 
The waivers in this second OMB document that are most rele­
vant to auditors include items 2, 3, 4, and 6.
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Other Agency Guidance
H U D  issued the following Hurricane Katrina information. 
While primarily directed at H U D  field offices and grantees, if 
you audit housing authorities or multifamily projects in affected 
areas, the H UD  guidance is likely to be of interest to you.
• Regulatory and Administrative Waivers Granted for Public 
and Indian Housing Programs (PIH)  to Assist with Recovery 
and Relief in Hurricane Katrina Disaster Areas. This notice 
advises the public of H UD regulations and other adminis­
trative requirements governing H U D ’s Office of PIH pro­
grams that have been waived.
• Multifamily Disaster Clarification o f Notice H  04-22 and 
Additional Guidance. This memorandum provides infor­
mation specific to questions related to Hurricane Katrina 
based on the general guidance set out in Notice H 04-22 
and provides additional guidance.
Additional H UD  guidance relating to Hurricane Katrina is avail­
able at www.hud.gov/katrina/proguidance.cfm.
Finally, the DHS also announced that it has compiled a summary 
of activities the various federal agencies have taken with regard to 
Hurricanes Katrina and Rita that can be accessed at www.dhs. 
gov/interweb/assetlibrary/katrina.htm.
AICPA Guidance
The AICPA issued the following Technical Practice Aids related 
to the recent hurricane losses as follows:
• Audit Considerations When Client Evidence and Corroborat­
ing Evidence in Support o f the Financial Statements Has Been 
Destroyed by Fire, Flood, or Natural Disaster
• Considerations When Audit Documentation Has Been De­
stroyed by Fire, Flood, or Natural Disaster
• Consideration o f Impact o f Losses From Natural Disasters Oc­
curring Aft er Completion o f Audit Field Work and Signing o f
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the Auditor’s Report but Before Issuance o f the Auditor’s Re­
port and Related Financial Statements
These TPAs can be accessed in AICPA Technical Practice Aids.
In addition, the AICPA provided guidance regarding peer review 
requirements for those AICPA firms whose working papers or 
workplaces were affected by the hurricanes. Such firms may request 
extensions in the deadlines for peer reviews under certain circum­
stances. The guidance is available at the AICPA Peer Review Web 
site at www.aicpa.org/members/div/practmon/index.htm.
Guidance From DHS on Certain Property and 
Equipment Purchases
Over the course of the last year, questions have been raised re­
garding the applicability o f Circular A-133 to certain property 
and equipment that have been purchased with DH S funds by 
one government (for example, a state) and then distributed to 
multiple governments (for example, cities or counties).
In summary, the inquiries received by DH S related to property 
(equipment) awarded under sub-grant awards to local governments 
under D H S state grants, for example, 97.004 State Domestic 
Preparedness Equipment Support Program (a.k.a. State Home­
land Security Program State), 97.008 Urban Area Security Initia­
tive, and 97.067 Homeland Security Grant Program. In reference 
to the applicability o f Circular A -133 audit requirements and 
property grant/sub-grants awards, the DH S has been working to 
develop guidance to address these situations. Upon completion, 
such guidance will be posted under the “Grant Administration 
Resources” section of the D H S Open for Business Web site at 
www.dhs.gov/dhspublic/interapp/editorial/editorial_0355.xml. 
In the meantime, if you have any questions about the applicabil­
ity of Circular A-133 with regard to such property and equipment 
purchases, contact the DHS representative noted in Appendix III 
of the 2006 Compliance Supplement.
Transportation Security Administration Letters of Intent
A practice issue was recently raised regarding the Transportation 
Security Administration’s (TSA’s) Letter of Intent (LOI) Physical
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Modification Program. The question is whether OMB Circular 
A-133 is applicable to this TSA program. We raised the question 
with DH S staff (DHS is the federal agency under which TSA is 
included). The DHS responded that while this program is gener­
ally awarded under a “Memorandum of Agreement” to local air­
ports, the program is still providing assistance to nonfederal 
entities. Therefore, funding and/or property (equipment) 
awarded under the LOI/Physical Modification Program is subject 
to Circular A-133 audit requirements. While this is an informal 
response from DH S staff, we recommend that you ensure that 
this program is considered as part of your single audits if you 
audit airports that receive these funds. If you have questions, 
please contact the DH S national single audit coordinator noted 
in Appendix III of the 2006 Compliance Supplement.
HUD Working to Revise Its Consolidated Audit Guide
Last year, H UD began a chapter-by-chapter process to update the 
Consolidated Audit Guide for Audits o f HUD Programs, Handbook 
2000 .04  REV-2 CHG-1 (the Guide). Initially, H UD started with 
Chapter 8, “HUD-Approved Title I Nonsupervised Lenders and 
Loan Correspondents Audit Guidance.” This year, H U D  is 
working to revise the following chapters of the Guide:
• Chapter 3, “Multifamily Housing Programs”
• Chapter 5, “Insured Development Cost Certification 
Audit Guidance”
• Chapter 7, “HUD-Approved Title II Nonsupervised 
Mortgagees and Loan Correspondents Audit Guidance”
Upon completion, each of the revised chapters will be posted to the 
H UD Web site at www.hud.gov/offices/oig/reports/auditguides. 
cfm. No revised chapters have been posted at this time. H UD is 
expected to continue to revise additional chapters over the course 
of the next year. Eventually, when all chapters have been updated, 
HUD will reissue the Guide as a total document. Based on a dis­
cussion with HUD OIG staff, the following is a high-level sum­
mary of the proposed changes to chapters 3, 5, and 7.
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Chapter 3. In the current Guide, Chapter 3 is in reserve and mul­
tifamily housing programs are covered in Chapter 4. The pro­
posed revision will move the multifamily guidance to Chapter 3. 
H UD  plans to use Chapter 4 in the future to provide guidance on 
insured hospitals to address the many questions and concerns they 
regularly receive from auditors and managers on hospital audits.
Major rewrites and/or additions are being proposed to the follow­
ing sections;
•  3-4 I, “Tenant Application, Eligibility and Recertification”
• 3-4 K, “Management Functions”
New sections are being proposed as follows;
• 3-5, “Audit Findings and Reports”
• 3-6, “Technical Assistance”
•  3-4 G, “Cash Receipts”
• 3-4 H, “Cash Disbursements”
• 3-4 J, “Security Deposits”
•  3-4 P, “Leased Nursing Homes”
The only sections that have very few, if any, proposed changes are;
• 3-4 L, “Unauthorized Change of Ownership/Acquisition 
of Liabilities”
• 3-4 M, “Unauthorized Loans of Project Funds”
•  3-4 N, “Unauthorized Transfer o f Beneficial Interest”
• 3-4 O, “Excess Income”
Remaining sections have varying degrees of clarification changes 
or additional information.
Chapter 5. The following are among the more significant o f the 
proposed changes to Chapter 5 o f the Guide;
•  Section 5-2, “Program Procedures”
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-  Added guidance that explains when the cost certifica­
tion is to be prepared and how it is submitted.
-  Added paragraph that discusses the period of coverage 
o f the first operational Chapter 3 audit, and when and 
how it should be submitted.
Section 5-3, “Reference Material”
-  Updated this section with the reference material that 
applies to this phase of the project and information on 
how to obtain the material.
Section 5-4, “Reporting Requirements”
-  Added two paragraphs explaining when the contractor 
and subcontractors must certify.
-  Included wording clarification and added a reference to 
the Multifamily Accelerated Processing (MAP) Guide.
Section 5-5, “Compliance Requirements and Audit Area,”
A-1 (Federal Financial Reports)
-  Added a listing of typical reports that contain financial
data.
Section 5-5, C -1 (Cutoff Timing and Eligibility o f Costs)
-  Added language explaining that insurance, soft costs, 
and special escrow items are types o f actual cost.
Section 5-5, C-2(b) (Cutoff Timing and Eligibility of Costs)
-  Incorporated the language in Section 5-5, C-1, and 
added the following: “determine that the costs were 
properly charged to the project.”
Section 5-5, D-2(a) (Identity of Interest)
-  Added a requirement that auditors determine if an 
identity of interest relationship exists.
Paragraph 5-6, Audit Finding Reporting
-  Added section “Audit Finding Reporting.” This same 
section is added and will be added to each program 
chapter (3 through 8) of the Guide.
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Chapter 7. The following are among the more significant of the 
proposed changes to Chapter 7 o f the Guide:
• Added the Lender Assessment Subsystem (LASS) report­
ing requirements in the chapter.
• Modified the audit reporting requirements.
• Modified the electronic submission discussion and the de­
scription of the auditor’s involvement.
• Inserted additional audit steps under quality control re­
view and modified the wording in other audit steps in this 
section.
• Added section “Audit Finding Reporting” and allowed for 
management letters or other types of auditor communica­
tion on nonmaterial instances of noncompliance.
• Added section on unacceptable net worth assets.
• Added a technical assistance section and simplified com­
pound audit steps by separating them into discrete steps.
• Added single audit steps to various sections and made the 
steps more action orientated.
Help Desk—If your firm performs audits under the Guide, 
watch the AICPA Governmental Audit Quality Center’s Web 
site (www.aicpa.org/GAQC) for updates on the status of the 
Guide revisions. The current Guide can be found on the HUD 
Web site at www.hud.gov/offices/oig/oig2002.pdf.
Audit and Attestation issues and Developments
This section discusses relevant auditing and attestation standards 
and proposals, Audit and Accounting Guides, and other guidance 
that have been issued, revised, or become effective since the 
publication of last year’s Alert. For information on AICPA and 
Government Auditing Standards guidance issued subsequent to 
the writing of this Alert, please refer to the AICPA Web site at 
www.aicpa.org/members/div/auditstd/technic.htm and the GAO
23
Web site at www.gao.gov/govaud/ybk01.htm. The AICPA’s Gov­
ernmental Audit Quality Center Web site (www.aicpa.org/ 
GAQC) is another resource you can look to. You also may look 
for announcements o f newly issued proposals and standards in 
the CPA Letter, including the Members in Government Supple­
ment; the Journal o f Accountancy; and the quarterly electronic 
newsletter, “In Our Opinion,” issued by the AICPA's Auditing 
Standards team and at www.aicpa.org/members/div/auditstd/ 
opinion/index.htm.
Help Desk—You can obtain copies of AICPA standards and 
other guidance by contacting the Member Satisfaction Center 
at (888) 777-7077 or on the Web at www.cpa2biz.com. Gov­
ernment Auditing Standards and other GAO guidance is on the 
Web at www.gao.gov/govaud/ybk01.htm.
Recent AICPA Auditing and Attestation Standards and 
Interpretations and Other Guidance
Numerous AICPA standards have recently been issued. Some are 
effective already, some will become effective by the end of 2006, 
and others (that is, the risk assessment standards) will not become 
effective for several years but are so significant that auditors may 
want to begin considering their implications now. The following 
table summarizes recent activity.
Statement on Auditing 
Standards (SAS) or 
Interpretation Topic and Effective Date
SAS  No. 102
SAS No. 103
Risk Assessment 
Standards
(SAS No. 104 to 111)
Auditing Interpretation 
No. 1 of SAS No. 101 
(August 2005)
D efining Professional Requirements in Statements on 
A uditing Standards 
[Effective upon issuance]
A udit Documentation
[Effective for audits o f financial statements for 
periods ending on or after December 15, 2006]
[All effective for audits of financial statements for 
periods beginning on or after December 15, 2006; 
earlier application is permitted.]
“Auditing Investments in Securities Where a 
Readily Determinable Fair Value Does Not Exist” 
(A U  sec. 9101.01-.04)
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Statement on Auditing
Standards (SAS) or
Interpretation Topic and Effective Date
Auditing Interpretation “Auditing Interests in Trusts Held by a Third-Party
No. 1 of SAS No. 92 Trustee and Reported at Fair Value” (AU sec.
(August 2005) 9332.01-.04)
As necessary, auditors should obtain and understand the com­
plete text o f the applicable standards and other guidance. You 
should be aware that the issuance date of Interpretations o f State­
ments on Auditing Standards (SASs) is the first date that the doc­
ument is made widely available to the public, either through the 
AICPA Web site, the Journal o f Accountancy, or, in some cases, a 
hard copy o f the document itself.
Defining Professional Requirements
In December 2005, SAS No. 102, Defining Professional Require­
ments in Statements on Auditing Standards and Statement on Stan­
dards for Attestation Engagements (SSAE) No. 13, Defining 
Professional Requirements in Statements on Standards for Attestation 
Engagements, were issued. These Statements define the terminol­
ogy the ASB will use to describe the degrees of responsibility that 
the requirements impose on the auditor or the practitioner. The 
terms defined in these Statements are substantially similar to the 
terms defined by the Public Company Accounting Oversight 
Board (PCAOB) in its Rule 3101, Certain Terms Used in Auditing 
and Related Professional Practice Standards, and GAO in its pro­
posed revisions to Government Auditing Standards (see the section 
of this Alert titled “Proposed Revisions to Government Auditing 
Standards Issued”). Although the degree of responsibility attached 
to the terms must, is required, and should was not previously de­
fined, the ASB believes that the terminology, as defined in these 
Statements, is consistent with the existing interpretation o f the 
SASs and SSAEs. The Statements define the following two cate­
gories of professional requirements:
•  Unconditional requirements— Requirements with which 
the auditor or practitioner must comply whenever the cir­
cumstance, to which the unconditional requirement applies,
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exists. An unconditional requirement is indicated by the 
words must or is required.
• Presumptively mandatory requirements— Requirements that 
the auditor or practitioner must comply with whenever the 
circumstances, to which the presumptively mandatory re­
quirement applies, exist. However, in rare circumstances, 
the auditor or practitioner may depart from a presump­
tively mandatory requirement if he or she documents the 
justification for the departure and how alternative proce­
dures performed were sufficient to achieve the objectives of 
the presumptively mandatory requirement. The word 
should indicates a presumptively mandatory requirement.
SAS No. 102 also amends paragraph 4 of SAS No. 95, Generally 
Accepted Auditing Standards (AICPA, Professional Standards, vol. 
1, AU sec. 150.04), by requiring the auditor to document, in the 
working papers, his or her justification for a departure from the 
SASs.
The provisions o f SAS No. 102, including the amendment of 
SAS No. 95, and SSAE No. 13 are effective upon issuance.
The provisions o f the Statements apply to existing SASs and 
SSAEs; they are not intended to apply to interpretive publica­
tions issued by the ASB (auditing Interpretations of the SASs and 
SSAEs, appendixes to the SASs and SSAEs, auditing guidance in­
cluded in AICPA Audit and Accounting Guides, and AICPA au­
diting Statements o f Position). However, it is the ASB’s intent to 
make conforming changes to the interpretive publications over 
the next several years to remove any language that would imply a 
professional requirement where none exists.
Audit Documentation
In December 2005, SAS No. Audit Documentation, was also
issued. This SAS supersedes SAS No. 96 o f the same name 
(AICPA, Professional Standards, vol. 1, AU sec. 339). It is effective 
for audits o f financial statements for periods ending on or after 
December 15, 2006.
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In developing this SAS, the ASB considered the documentation 
requirements of the PCAOB, the International Auditing and As­
surance Standards Board, the GAO’s Government Auditing Stan­
dards, and suggestions received from the National Association of 
State Boards of Accountancy. The SAS establishes standards and 
provides guidance to an auditor of a nonissuer regarding the audit 
documentation for audits of financial statements or other finan­
cial information being reported on. Audit reviewers consider audit 
documentation to be an essential element of determining audit 
quality, including the quality o f audits conducted under GAS and 
Circular A-133. Evidence from quality control reviews and peer 
reviews clearly shows that problems with audit documentation 
may be the root o f many quality problems. Therefore, you may 
want to consider spending some time considering the new re­
quirements and your firm’s policies and procedures relating to 
documentation. Some key areas of the SAS are as follows:
• It requires the auditor, when preparing audit documenta­
tion, to consider the needs of an “experienced auditor” hav­
ing no previous connection with the audit, to understand 
the procedures performed, the evidence obtained, and the 
specific conclusions reached. That concept is likely to be fa­
miliar to you because GAS contains a similar requirement.
• It provides enhanced guidance concerning matters that 
should be documented and the retention of documentation.
• It requires you to document audit evidence that is contra­
dictory or inconsistent with the final conclusions and how 
you addressed the contradiction or inconsistency.
• It requires you to assemble, within 60 days following the 
delivery of the auditor’s report to the entity, the audit doc­
umentation that forms the final audit engagement file. 
(Some states may require that this be done within a shorter 
period.) After that date, the proposed SAS precludes you 
from deleting or discarding existing audit documentation, 
and requires that you appropriately document any subse­
quent additions or changes.
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We suggest that you consider this requirement as you de­
velop your firm internal policies with regard to documen­
tation. You should keep in mind that, in situations in 
which a single audit is performed later, after the comple­
tion o f the financial statement audit, questions have arisen 
about how the 60-day requirement would apply to single 
audit documentation. While no authoritative guidance has 
been issued on this question yet, some are interpreting this 
to mean that the auditor would assemble, within 60 days 
following the delivery o f the auditors Circular A-133 re­
port to the entity, the single audit documentation that 
forms the final single audit engagement file.
• It specifies a minimum file retention period o f five years 
from the date o f the auditor's report. It should be noted 
that some states have their own separate retention require­
ments that may extend beyond five years for auditors that 
practice within the state.
• It also includes amendments to SAS No. 1, Codification o f 
Auditing Standards and Procedures (AICPA, Professional 
Standards, vol. 1, AU sec. 530.01 and .05, “Dating of the 
Independent Auditor's Report”). The amendment requires 
that your report not be dated earlier than the date on 
which you have obtained sufficient competent audit evi­
dence to support the opinion on the financial statements.
Risk Assessment Standards
In March 2006, the ASB issued eight SASs that provide extensive 
guidance concerning the auditor’s assessment o f the risks o f mate­
rial misstatement in a financial statement audit, and the design 
and performance o f audit procedures whose nature, timing, and 
extent are responsive to the assessed risks. Additionally, the SASs 
establish standards and provide guidance on planning and super­
vision, the nature of audit evidence, and evaluating whether the 
audit evidence obtained affords a reasonable basis for an opinion 
regarding the financial statements under audit.
These SASs are applicable to financial statement audits con­
ducted in accordance with generally accepted auditing standards
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(GAAS) for periods beginning after December 31, 2006. The 
AICPA will be considering the risk assessment SASs on a go- 
forward basis to determine their applicability, if any, to single 
audits and other compliance audits. The following table lists the 
eight SASs, and their effect on existing standards.
Statement on Auditing 
Standards (SAS) Effect on Existing Standards
SAS No. 104, Amendment to 
Statement on Auditing Standards 
No. 1, Codification of Auditing 
Standards and Procedures 
(“Due Professional Care in the 
Performance of Work”)
SAS No. 105, Amendment to 
Statement on Auditing Standards 
No. 95, Generally Accepted 
Auditing Standards
SAS No. A udit Evidence
SAS No. 107, A udit Risk an d  
Materiality in Conducting an Audit
SAS No. 108, Planning and  
Supervision
SAS No. 109, Understanding the 
Entity and  Its Environment and  
Assessing the Risks o f  M aterial 
Misstatement
SAS No. 110, Performing Audit 
Procedures in Response to Assessed 
Risks an d  Evaluating the A udit 
Evidence Obtained
SAS No. 111, Amendment to 
Statement on Auditing Standards 
No. 39, Audit Sampling
Amends SAS No. 1, “Due Professional 
Care in the Performance of Work”
Amends SAS No. 95, Generally Accepted 
Auditing Standards
Supersedes SAS No. 31, Evidential M atter
Supersedes SAS No. 47, A udit Risk an d  
Materiality in Conducting an Audit
Supersedes SAS No. 1, “Appointment of 
the Independent Auditor”; and 
supersedes SAS No. 22, Planning and  
Supervision
Supersedes SAS No. 55, Consideration o f  
Internal Control in a F inancial Statement 
Audit
Supersedes SAS 45, Substantive Tests Prior 
to the Balance-Sheet D ate; and together 
with SAS No. 109, supersedes SAS No. 
55, Consideration o f  Internal Control in a  
F inancial Statement Audit
SAS No. 39, A udit Sampling
The SASs emphasize the linkage between understanding the en­
tity, assessing risks, and the design o f further audit procedures. 
The SASs also introduce the concept o f risk assessment proce­
dures, which are deemed necessary to provide a basis for assessing
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the risk of material misstatement. Risk assessment procedures, 
along with further audit procedures, which consist o f tests of con­
trols and substantive tests, provide the audit evidence to support 
the auditor’s opinion o f the financial statements. According to 
the SASs, the auditor should perform risk assessment procedures 
to gather information and gain an understanding of the entity 
and its environment, including its internal control; these proce­
dures include inquiries, analytical procedures, and inspection and 
observation. Assessed risks and the basis for those assessments 
should be documented; therefore, auditors may no longer default 
to maximum control risk for an entity’s risk assessment without 
documenting the basis for that assessment. The SASs also require 
auditors to consider and document how the risk assessment at the 
financial statement level affects individual financial statement as­
sertions, so auditors may tailor the nature, timing, and extent of 
their audit procedures to be responsive to their risk assessment. It 
is anticipated that generic audit programs will not be appropriate 
for all audit engagements, as risks vary between entities.
The SASs are effective for audits of financial statements for peri­
ods beginning on or after December 15, 2006; earlier application 
is permitted. In some cases, implementation of the SASs will re­
sult in an overall increased work effort by the financial statement 
audit team, particularly in the year o f implementation. It also is 
anticipated that to implement the SASs appropriately, many 
firms will have to make significant revisions to their financial 
statement audit methodologies and train their personnel accord­
ingly. Because o f the potential extent of changes that result from 
implementing these standards, auditors may wish to consider pi­
loting their implementation with one or two clients in advance of 
the effective date of the SASs.
Help Desk—Readers can obtain the SASs at www.cpa2biz.com.
The AICPA has also put together a comprehensive plan to sup­
port and assist members in implementing the new standards 
(Understanding the New Auditing Standards Related to Risk Assess­
ment—Audit Risk Alert, product number 022526COA04kk); 
presentations and discussion at a number of AICPA conferences; 
a self-study continuing professional education (CPE) program 
(Auditor 's Risk Assessment Process: Tackling the New Risk Assessment
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SASs, text product number 732990CPA04kk, DVD product num­
ber 182990CPA04kk); and an audit guide (due out in the fall).
Communication of Internal Control Related Matters 
Noted in an Audit
In April, the ASB issued SAS No. 112, Communication o f Internal 
Control Related Matters Noted in an Audit (AICPA, Professional 
Standards, vol. 1, AU sec. 325), which is effective for audits of 
periods ending after December 15, 2006. It replaces SAS No. 60 
o f the same name. The SAS:
• Replaces the term reportable condition with the term signif­
icant deficiency, and defines the terms significant deficiency 
and material weakness consistent with the definitions of 
those terms in PCAOB standards. Note that the GAO in 
its proposed revisions to Government Auditing Standards 
has proposed similar changes that will affect, among other 
things, the internal control matters to be included in the 
Yellow Book reporting (see section of this Alert titled “Pro­
posed Revisions to Government Auditing Standards Is­
sued”). The AICPA will be working with the GAO over 
the latter part of 2006 to develop illustrative reports that 
meet the new requirements. Watch the GAQC Web site 
(www.aicpa.org/GAQC) for status updates.
• Addresses the effect of multiple individually insignificant 
deficiencies that have a common theme.
• Provides guidance on evaluating deviations in the design or 
operation of controls as control deficiencies, and on classi­
fying control deficiencies as significant deficiencies and 
material weaknesses.
• Requires the auditor to report in writing to management 
and those charged with governance significant deficiencies, 
identifying those that are considered to be material weak­
nesses, if applicable. (Reporting will be required even if the 
matters have been reported in connection with previous 
audits.) It also requires the auditor to communicate inter­
nal control matters to management and those charged with
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governance no later than 60 days following the report re­
lease date.
Circular A-133 and certain federal audit guides contain require­
ments for the reporting of reportable conditions. Further, in Cir­
cular A-133, certain actions are triggered by control weaknesses 
that are currently described using the previous internal control 
terminology and definitions. The AICPA will be working with 
OMB and other appropriate federal agencies to assist in develop­
ing guidance for how the changes in internal control terminology 
and definitions will affect single audits and other federal guide 
audits. In the meantime, stay tuned. Watch the GAQC Web site 
(www.aicpa.org/GAQC) for status updates.
GAS/A-133 Audit Guide
We have updated the GAS/A-133 Guide for conforming changes 
as o f May 1, 2006. An appendix in the Guide details all changes. 
Among the more significant changes, the updated Guide;
• Reflects new guidance related to SAS No. 103, Audit 
Documentation (see the section of this Alert titled “Audit 
Documentation”).
• Adds footnotes to alert auditors to significant proposed 
changes to GAS (see the section o f this Alert titled “Pro­
posed Revisions to Government Auditing Standards Issued").
• Incorporates guidance from the April 2005 technical 
amendment to Government Auditing Standards relating to 
CPE (see the section of this Alert titled “Continuing Pro­
fessional Education Requirements”).
• Includes significant new clarifications and guidance in 
Chapter 4 on referring to other auditors in GAS reports (see 
the section of this Alert titled “Reference to Other Auditors 
in the Government Auditing Standards Report”) and provides 
new example reports to illustrate the reporting options.
• Adds footnotes throughout the Guide alerting auditors to 
recently issued SAS No. 112 and proposed changes to SAS 
No. 61 (see section o f this Alert titled “Recent AICPA
32
Auditing and Attestation Standards and Interpretations 
and Other Guidance”),
• Provides other clarity revisions.
Help Desk—For copies of the GAS/A-133 Guide with con­
forming changes through May 1, 2006 (product no. 012746kk), 
call AICPA Member Services at (888) 777-7077 or go online 
at www.cpa2biz.com.
Government Auditing Standards Developments
Proposed Revisions to Government Auditing Standards Issued
In June 2006, the Government Accountability Office (GAO) is­
sued an exposure draft (ED) of a proposed revision to the 2003 
Government Auditing Standards. The proposed revisions are wide- 
ranging, expected to be issued in final form during the fall of 
2006, and may affect your Government Auditing Standards finan­
cial statement audits of entities starting with December 31, 2006, 
year ends. (See the proposed effective dates at the end of this dis­
cussion.) Among the proposed revisions:
• Chapter 1, “Use and Application of GAGAS,” would:
-  Emphasize the role o f auditing in government account­
ability and the role of Government Auditing Standards in 
achieving improved government operations and ac­
countability.
— Add terminology defining the degree of responsibility 
that the professional requirements in Government Au­
diting Standards impose on auditors that is consistent 
with SAS No. 102 and similar to the standards of the 
PCAOB and the International Auditing and Assurance 
Standards Board (IAASB). (See the SAS No. 102 dis­
cussion earlier in this section of this Alert.) Specifically, 
the ED proposes that the words must and is required 
would indicate an unconditional requirement; should 
would indicate a presumptively mandatory require­
ment; and should consider would indicate that the con­
sideration is presumptively required (that is, carrying
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out the procedure or action is a matter of auditor pro­
fessional judgment based on exiting facts and circum­
stances). Text not using these conventions would be 
considered explanatory material.
— Provide guidance on citing Government Auditing Stan­
dards in the auditors’ report when auditors do not com­
ply with all unconditional or all presumptively 
mandatory requirements.
— Be updated to recognize that other sets of professional 
standards, such as those issued by the PCAOB, the 
IAASB, the Institute of Internal Auditors, and others 
can be used in conjunction with Government Auditing 
Standards and to provide related guidance.
— Rewrite the description of a performance audit to clar­
ify the level of assurance and evidence needed.
— Move guidance on types o f governmental audits and at­
testation engagements (previously in Chapter 2) to this 
chapter.
Chapter 2, “Auditor’s Ethical Responsibilities,” would be 
completely revised to focus solely on audit organizations’ 
overall ethics responsibilities and auditors’ need to observe 
overarching ethical concepts in performing their work. 
Several of the ethical concepts that would be in this chap­
ter were included in Chapter 1 o f the 2003 Government 
Auditing Standards, but they were not separately labeled as 
ethical responsibilities. This chapter would discuss the eth­
ical concepts o f public interest, professional behavior, in­
tegrity, objectivity, and the proper use o f government 
information, resources, and position that auditors use to 
guide their work. (Chapter 2 of the 2003 Government Au­
diting Standards covered types of governmental audits and 
attestation engagements; that material has been moved to 
Chapter 1.)
Chapter 3, “General Standards,” would:
— Reorganize the discussion on independence and clarify the 
guidance on nonaudit services to facilitate implementing
34
the standard. (The standard on nonaudit services would 
not be changed.) Specifically, the discussion of nonaudit 
services would be moved from “personal impairments” 
to “organizational impairments” and reorganized into 
three categories o f nonaudit services; (1) those that 
would not impair auditor independence and, therefore, 
would not require compliance with the supplemental 
safeguards; (2) those that would not impair auditor in­
dependence if the supplemental safeguards are imple­
mented; and (3) those that would impair auditor 
independence. Further, the examples that had previously 
been interspersed throughout the independence section 
would be consolidated and streamlined.
Include additional guidance in an appendix to deal with 
nonaudit services that are frequently conducted by gov­
ernment audit organizations.
Expand the discussion of professional judgment to em­
phasize its importance and relate it to key steps in per­
forming an audit.
Expand and clarify the discussion of competence.
Expand the discussion of a quality control system to in­
clude five elements: (1) ethics, (2) initiation and continu­
ance of engagements, (3) human capital, (4) performance 
and reporting, and (5) monitoring quality.
Require audit organizations that report externally to 
third parties to make the results of external peer reviews 
publicly available.
Establish new peer review time frames based on risk and 
the underlying quality assurance system. For example, 
peer reviews would only be required every five years if 
an audit organization has an unmodified peer review re­
port and meets enhanced quality assurance criteria as 
defined in the ED. (Note that CPA firms subject to the 
peer review requirements of the AICPA or a state gener­
ally would not be eligible to extend peer review time- 
frames beyond three years.) Furthermore, for audit 
organizations receiving modified or adverse opinions in
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their most recent peer review, additional peer reviews 
would be required every 18 months until the audit or­
ganization receives an unmodified opinion.
Chapter 4, “Field Work Standards for Financial Audits,”
would:
-  Update the AICPA field work standards cited to reflect 
recent AICPA changes.
-  Add a clear and prominent discussion on consideration 
of fraud and illegal acts that clarifies the existing standard.
-  Clarify the description of abuse and the existing stan­
dard on the auditors’ responsibility for abuse in a finan­
cial audit that is material, either qualitatively or 
quantitatively.
-  Update the audit documentation standard for consis­
tency with AICPA’s new standard. (See the SAS No. 
103 discussion earlier in this section o f this Alert.)
Chapter 5, “Reporting Standards for Financial Audits,”
would:
-  Revise the internal control terminology and definitions 
used to be consistent with that o f the AICPA and 
PCAOB. Those revisions replace the terms reportable 
conditions and material weaknesses with significant defi­
ciencies and material weaknesses and revise the defini­
tions for the new terms.
-  Clarify the reporting requirements for internal control 
deficiencies, illegal acts, violations of provisions of con­
tracts or grant agreements, and abuse. For example, the 
revised internal control reporting standards would re­
quire auditors to (1) report deficiencies in internal con­
trol considered to be significant deficiencies, including 
material weaknesses; (2) include all material weaknesses 
and other significant deficiencies in the auditor’s Govern­
ment Auditing Standards report on internal control; and 
(3) communicate deficiencies that are not significant de­
ficiencies or material weaknesses separately in a refer­
enced management letter, unless clearly inconsequential.
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-  Add a discussion on emphasizing significant matters in 
the auditors’ report and provide a listing of matters that 
the auditor should consider emphasizing, including 
previous material misstatements.
-  Add a section on reporting on restatements of previously 
issued financial statements that would establish addi­
tional requirements for situations in which auditors are 
aware of known or potential misstatements that might 
have affected reports on those financial statements.
-  Clarify the auditors’ responsibilities for reporting views 
of responsible officials and for issuing and distributing 
reports.
• Chapter 6, “General, Field Work, and Reporting Stan­
dards for Attestation Engagements,” would include con­
forming changes made to be consistent with changes made 
elsewhere in the ED, including definitions of internal con­
trol deficiencies, description o f abuse, audit documenta­
tion, and use o f terminology to define professional 
responsibilities.
• Chapters 7, “Field Work Standards for Performance Au­
dits,” and 8, “Reporting Standards for Performance Au­
dits,” would include significant changes and updates to 
performance audit requirements within a framework re­
lated to significance (materiality), audit risk, and reason­
able assurance. If  you perform performance audits, we 
strongly encourage you to carefully review these chapters.
When issued in final form, the 2006 revision of GAS will super­
sede the 2003 revision. On its Internet site (as a clarification to 
the ED), the GAO states that it anticipates that the standards will 
become effective for financial audits and attestation engagements 
for periods ending on or after July 1, 2007. For financial audits, 
certain standards issued by the AICPA have earlier effective dates. 
For financial audits performed under GAS, the effective dates of 
those new AICPA standards will apply. (It is because of the effec­
tive date of the AICPA standards that we earlier said that the pro­
posed revisions may affect your GAS financial statement audits of
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entities starting with December 31, 2006, year ends.) Early im­
plementation o f the revised GAS will be permitted.
Once the changes to GAS are finalized, the AICPA will consider 
the changes in revising the GAS/A-133 Guide and the Audit and 
Accounting Guide State and Local Governments.
Help Desk—The ED is on the Internet at www.gao.gov/govaud/ 
ybk01.htm. That site has a slide presentation on the ED. The 
final standards, when issued, also will be posted to that Inter­
net site.
Continuing Professional Education Requirements
In April 2005, the GAO issued Technical Amendment to the CPE 
Requirements o f the 2003 Revision of Government Auditing Stan­
dards (the amendment) and Guidance on GAGAS Requirements 
for Continuing Professional Education (CPE Guidance). The pro­
visions of those requirements are effective for CPE measurement 
periods beginning on or after June 30, 2005, with early applica­
tion encouraged. We remind you o f the CPE changes again in 
this year’s Alert as some audit organizations have CPE measure­
ment periods such that the period begins during 2006.
The amendment, which amends paragraph 3.45 of GAS, creates 
a partial exemption from the GAS CPE requirement for certain 
auditors. That partial exemption was created in the 2003 revision 
of GAS. It provides that every two years, each auditor (whether 
certified or not) performing audits in accordance with GAS who 
(1) is involved in planning, directing, or reporting on the audit or 
attestation engagement or (2) charges at least 20 percent annually 
of his or her time to audits and attestation engagements following 
GAS should complete at least 80 credit hours o f training that di­
rectly enhances the person’s professional proficiency to perform 
audits or attestation engagements. The amendment continues to 
require that at least 20 of those hours be completed in each year 
o f the two-year period. Auditors solely performing fieldwork and 
not planning, directing, or reporting on the audit or attestation 
engagement should receive at least 24 hours o f training in sub­
jects directly related to government auditing, the government en­
vironment, or the specific or unique environment in which the
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audited entity operates but are exempt from the remainder of the 
80-hour requirement.
The amendment also deletes footnote 35 to paragraph 3.45 of 
GAS, which provides that individual auditors have two years 
from the date they start an audit or attestation engagement con­
ducted under GAS to comply with the CPE requirements. In­
stead CPE Guidance states that auditors hired or assigned to a 
GAS audit or attestation engagement after the beginning of an 
audit organizations two-year CPE period should complete a pro­
rated number o f CPE hours. The required number of prorated 
hours is calculated based on the number of full six-month inter­
vals remaining in the CPE period.
CPE Guidance replaces previous CPE guidance issued by GAO, 
including the 1991 Interpretation o f Continuing Education and 
Training Requirements. Among its contents, CPE Guidance ex­
pands upon the training topics and subjects listed in GAS in 
which training may contribute to auditors’ professional profi­
ciency to perform audits or attestation engagements. It also dis­
cusses and provides examples of training subjects and topics that 
may be considered directly related to government auditing, the 
government environment, or the specific or unique environment 
in which the audited entity operates for purposes of the 24-hour 
requirement. Notable in that discussion is that such subjects may 
include training on AICPA SASs for fieldwork and reporting and 
AICPA SSAEs. CPE Guidance also states that tax services that are 
not related to the subject matter o f audits performed in accor­
dance with GAS and, accordingly, CPE related to those unrelated 
tax services, generally would not qualify as GAS CPE. CPE Guid­
ance provides examples o f tax training that would and would not 
qualify as GAS CPE.
Reference to Other Auditors in the Government Auditing 
Standards Report
The 2006 revision to the GAS/A-133 Guide includes revisions of 
and clarifications to the guidance on referring to other auditors in 
a GAS report. Previous editions of that Guide had stated in foot­
notes to the introductory paragraphs of the illustrative GAS
39
reports that the paragraph should describe any departure from 
the standard report on the financial statements and provided ex­
amples of such departures, including references to the reports of 
other auditors. Practice, however, was showing that some audi­
tors were not making that reference in the GAS reports.
To more clearly address the issue, the discussion about other au­
ditors in Chapter 4 o f the GAS/A-133 Guide has been expanded 
to further explain the requirement. The new guidance states that 
in all cases in which the auditor’s report on the financial state­
ments refers to the report o f other auditors, the introductory 
paragraph of the GAS report do the same. Additionally, the guid­
ance clarifies that auditors have two equally acceptable options 
for addressing the GAS findings of other auditors— the reference 
option or the inclusion option. The reference option would have 
the auditor add an additional statement to the introductory para­
graph o f the GAS report referring to the other auditor’s involve­
ment in the principal auditor’s report and indicating that the 
results of the other audits are not included. The inclusion option 
would have the principal auditor incorporate the other auditor’s 
GAS findings into his or her GAS report. The new guidance pro­
vides details on how the inclusion option would be applied. If 
you are performing a GAS audit and referring to the reports of 
other auditors in your report on the financial statement, this new 
guidance will be applicable to you.
Help Desk—The 2006 conforming changes to the GAS/A-133 
Guide added two additional illustrative GAS reports to illus­
trate both the reference and inclusion options. See the GAS/
A-133 Guide discussion earlier in this section of this Alert for 
additional information about the 2006 conforming changes to 
that Guide.
Governmental Audit Quality Center
The AICPA GAQC is a firm-based, voluntary membership center 
designed to improve the quality of governmental audits and the 
value o f such audits to purchasers of governmental audit services. 
Governmental audits are audits and attestation engagements per­
formed under GAS of federal, state, or local governments; NPOs;
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and certain for-profit organizations, such as housing projects and 
colleges and universities that participate in governmental pro­
grams or receive governmental financial assistance. The GAQC 
keeps member firms informed about the latest developments, as 
well as provides tools and information to help them better manage 
their audit practice. Firms that join demonstrate their commit­
ment to audit quality by agreeing to adhere to certain membership 
requirements.
The GAQC has been in existence since September 2004. Since 
its launch, Center membership has grown to over 560 firms from 
50 states, the District of Columbia, Puerto Rico, and the U.S. 
Virgin Islands. The membership accounts for approximately 30 
percent of the total number o f single audits and 80 percent o f the 
total federal expenditures covered by single audits performed by 
CPA firms in the Federal Audit Clearinghouse database (http:// 
harvester.census.gov/sac/) for the year 2003 (the latest year with 
complete submission data).
The Center’s focus is to promote the highest quality audits and to 
save firms time by providing a centralized place to find informa­
tion they need, when they need it, to maximize quality and prac­
tice success. Center resources include:
• E-mail news alerts on current audit and regulatory devel­
opments that keep member firms informed about the lat­
est developments
• Dedicated Center Web site at www.aicpa.org/GAQC with 
Resources, Community, Events and Products, and a com­
plete listing o f GAQC members in each state
• Online Member Discussion Forums for sharing best prac­
tices and discussing issues firms are facing
• Webcasts, Web seminars, and teleconferences updating 
members on a variety of technical, legislative, regulatory, 
and practice management subjects (note that these activi­
ties are archived on the GAQC Web site)
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Help Desk—With all of the quality issues being noted in gov­
ernmental audits (see the section of this Alert entitled “Con­
tinued Problems Noted in GAS and Single Audits”), your firm 
should consider joining the Center. To enroll or learn more about 
the GAQC, including details on the membership requirements 
and fees for membership, go to www.aicpa.org/GAQC or 
e-mail GAQC staff at GAQC@aicpa.org. To preview member 
benefits, go to www.aicpa.org/GAQC/Memberships. You 
should also be aware that there are a number of other resources 
available from the AICPA to assist you in performing these 
audits, including technical guidance, practice aids, educational 
courses, and industry conferences. To view a summary of events 
and products that relate to this area you should go to www.aicpa. 
org/GAQC/Events and www.aicpa.org/GAQC/Products.
For-Profit “Circular A-133-Like” Audit Requirements
Certain federal agencies have issued regulations and guidance re­
quiring for-profit entities to contract for audits o f their programs. 
Those audit requirements are often similar to, but not the same 
as, audits conducted under OMB Circular A-133. In some cases 
those regulations and guidance may require an audit under Cir­
cular A-133. If you are asked to perform such an audit, it is im­
portant that you understand the requirements and also that your 
procedures and audit reporting do not conflict with professional 
standards.
Help Desk—If you have a question regarding a “Circular A-133- 
Like” audit of a for-profit entity, we suggest that you consider 
contacting the federal agency that issued the requirement with 
any questions you may have relating to your specific clients. A 
good place to start to find the right individual would be to in­
quire of the federal agency’s Single Audit Coordinator. See Ap­
pendix III of the 2006 Compliance Supplement for specific 
contact information.
Auditor Reporting on SEFA When Engaged Only to Perform 
Circular A-133 Audit
We get questions periodically regarding the appropriate form of 
reporting when an auditor is engaged to audit an entity under
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Circular A-133 and is not also engaged to perform an audit of the 
entity’s financial statements (that is, another firm will be per­
forming the financial statement audit). In this situation, it is not 
appropriate for the Circular A-133 auditor to issue an in-relation- 
to opinion on the SEFA as is generally done when the Circular 
A-133 auditor is the same as the financial statement auditor. In­
stead, the Circular A-133 auditor generally would issue the com­
pliance and internal control over compliance reporting as 
required under Circular A-133 and a stand-alone opinion on the 
schedule either as part o f the Circular A -133 report or separately 
(dated the same as the Circular A-133 report). While the GAS/ 
A-133 Guide does not include an illustration of a separate SEFA 
opinion for this exact situation, the program-specific audit chap­
ter o f the Guide includes an illustration that might be useful in 
developing your stand-alone opinion wording. While Example 
13-1 in the GAS/A-133 Guide is written from the perspective of 
providing an opinion on the financial statement of one federal 
program, you could make a few small modifications to that illus­
tration to refer to the SEFA instead of a schedule for one federal 
program in order to develop your report wording for a stand­
alone opinion on the SEFA. As a side note, the required reporting 
under GAS on internal control over financial reporting and com­
pliance and other matters would be issued by the financial state­
ment auditor in a situation where a single audit is required but a 
separate auditor is engaged to perform the single audit.
Federal Agency Requests for Auditor Certifications
Over the course of the last year, we have seen a rise in federal 
agencies’ requiring grantees to have their auditor sign a form or a 
certification statement. Sometimes the statements are associated 
with preaward activities and the auditor is asked to sign a state­
ment saying that the entity has appropriate controls or financial 
systems to administer the federal program. Others relate to exist­
ing grantees that are asked to have their auditor sign similar state­
ments. In most circumstances, statements such as these are not 
appropriate for an auditor to sign unless the auditor has been en­
gaged to perform an engagement under professional standards. If 
you as an auditor are asked to sign such a statement or certification,
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you should not do so unless you have performed an appropriate 
engagement. If you are the ongoing auditor to a federal recipient 
and have not been engaged to perform an engagement relating to 
the statement or certification, one option would be to suggest 
that your client submit its financial statements and related audit 
reports and, if applicable, its Schedule of Federal Expenditures of 
Federal Awards and related Circular A-133 reports in lieu of sign­
ing the statement or certification. The AICPA has issued guid­
ance specifically applying to preaward survey requests in an 
interpretation to AT section 501, Reporting on an Entity’s Internal 
Control. The Interpretation, titled “Pre-Award Surveys,” should 
provide useful guidance for similar situations that do not involve 
a preaward survey.
AICPA Auditing and Attestation Standards:
Proposals and Upcoming Proposals
Auditors should keep abreast o f auditing developments as de­
scribed in this section and other upcoming guidance that may af­
fect their engagements. You should check the appropriate 
standard-setting Web sites (listed below) for a complete picture of 
all relevant projects in progress.
The following table lists the various standard-setting bodies’ Web 
sites, where information may be obtained on outstanding expo­
sure drafts, including downloading a copy of the exposure draft. 
These Web sites contain much more in-depth information about 
proposed standards and other projects in the pipeline.
Standard-Setting Body Web Site
AICPA Auditing Standards Board www.aicpa.org/ members/div/
(ASB) auditstd/drafts.htm
Government Accountability Office www.gao.gov/govaudit/ybk01.htm
Professional Ethics Executive www.aicpa.org/members/div/ethics/
Committee (PEEC) index.htm
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Proposed SSAE, Reporting on an Entity's internal  Control  Over 
Financial  Reporting (AT 501)
In January 2006, the ASB issued a revised ED  o f a proposed 
SSAE that would supersede Chapter 5, “Reporting on an Entity’s 
Internal Control Over Financial Reporting,” o f SSAE No, 10, At­
testation Engagements: Revision and Recodification (AICPA, Profes­
sional Standards, vol. 2, AT sec. 501), as amended. In May 2006, 
the PCAOB announced plans to amend certain aspects o f 
PCAOB Auditing Standard No. 2 (AS2) to improve its imple­
mentation. Because the forthcoming changes to AS2 will be rele­
vant to the revision of AT 501, the ASB has decided to defer the 
issuance o f a final revised AT 501 until the PCAOB issues their 
amendments and the ASB has time to consider them.
Upcoming Reporting Proposal
An ASB project may result in an ED of proposed auditing stan­
dards released in the remainder of 2006 concerning revisions of 
SAS No. 58, Reports on Audited Financial Statements (AICPA, 
Professional Standards, vol. 1, AU sec. 508), as amended. Auditors 
should remain alert to progress on that project.
Independence Requirements Under AICPA Rules, GAS, 
and Circular A-133
If you perform audits under GAS (including Circular A-133 au­
dits), you should be aware o f the independence rules in those 
standards and regulations, as well as the independence rules o f 
the AICPA. The AI CPA’s Professional Ethics Executive Commit­
tee (PEEC) proposes and issues ethics Interpretations and rulings 
relating to independence and other ethics matters. You can 
download recent proposals and rulings from the AICPA Web site 
at www.aicpa.org/members/div/ethics/index.htm. The AICPA 
has issued Independence and Ethics Alert—2005/06  (product no. 
022476kk), which informs readers o f all recent and significant 
independence and ethics developments. You can obtain that 
Alert by calling the AICPA at (888) 777-7077 or by going online 
at www.cpa2biz.com.
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In a GAAS audit, AICPA members are required to comply with 
the AICPA’s Code o f Professional Conduct Rule 101, Indepen­
dence (AICPA, Professional Standards, vol. 2, ET  sec. 101). 
AICPA Ethics Interpretation 101-3, “Performance of Nonattest 
Services” (AICPA, Professional Standards, vol. 2, ET sec. 101.05), 
establishes requirements that members should meet to perform 
nonattest services for an attest client without impairing indepen­
dence with regard to that client.
Help Desk—The AICPA’s Professional Ethics Division has a 
useful Web site at www.aicpa.org/members/div/ethics/index. 
htm that includes guidance, resources, and current developments 
relating to professional ethics.
In July 2006, the AICPA published a new Practice Aid entitled 
Independence Compliance: Checklists and Tools for Complying 
With AICPA and GAO Independence Requirements (product no. 
006627kk). This valuable tool contains a series of checklists to 
help auditors determine their compliance with applicable in­
dependence rules. The publication can be obtained at www. 
cpa2biz.com or by calling the AICPA at (888) 777-7077.
For audits conducted in accordance with CAS, auditors and 
audit organizations also are subject to the CAS independence 
rules. Those rules, which are, in some cases, very similar to the 
AICPA independence rules and in other cases more restrictive, 
address when auditors and their organizations are independent 
from the organizations they audit by defining when personal, ex­
ternal, and organizational impairments to independence exist.
To comply with the CAS provisions governing nonaudit services 
to audit clients, audit organizations are required to meet two 
overarching principles. First, audit organizations are barred from 
performing management functions or making management deci­
sions for their clients. Second, audit organizations are prohibited 
from auditing their own work or providing nonaudit services if 
the services are material or significant to the subject matter o f the 
audit. If a nonaudit service does not conflict with either princi­
ple, an audit organization may perform the service as long as it 
complies with certain safeguards described in paragraph 3.17 of 
CAS. The CAO has issued a question and answer document.
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Answers to Independence Standard Questions, to address its inde­
pendence standard.
Help Desk—You can obtain Answers to Independence Standard 
Questions on the Web at www.gao.gov/govaud/ybk01.htm.
The AICPA Web site provides a useful side-by-side comparison 
of the AICPA and GAO independence rules at www.aicpa.org/ 
download/ethics/2004_02AICPA-GAO_rules_comparison. 
pdf.
Finally, you should note that Section 305(b) of Circular A-133 
contains an additional independence requirement. Under Circu­
lar A-133, an auditor who prepares the indirect cost proposal or 
cost allocation plan may not also perform the single audit when 
indirect costs recovered by the auditee during the prior year, as 
defined, exceeded $ 1 million.
Adherence to Professional Standards and Requirements
AICPA Ethics Interpretation No. 501-3, “Failure to Follow Stan­
dards and/or Procedures or Other Requirements in Governmen­
tal Audits,” of Rule 501, Acts Discreditable (AICPA, Professional 
Standards, vol. 2, ET sec. 501.04), states that when a member un­
dertakes an audit o f government grants, government units, or 
other recipients o f government monies and agrees to follow spec­
ified government audit standards, guides, procedures, statutes, 
rules, and regulations, the member is obligated to follow those 
standards or guidelines in addition to GAAS. Failure to do so is 
an act discreditable to the profession and a violation of Rule 501 
of the AICPA Code of Professional Conduct, unless the member 
discloses in the report that those rules were not followed and the 
reasons therefore.
National Statistical Sample of Audit Quality
As noted in the section of this Alert entitled “Audit Quality Con­
tinues to Be a Concern,” Circular A-133 audits are a key mecha­
nism through which federal agencies establish and enforce 
accountability for their awards. To provide an overall assessment 
o f audit quality, an interagency, interdisciplinary task force led by
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the Department of Education selected a statistical sample o f au­
dits (the stat sample) and is in the process o f completing a review 
of those audits. The objectives of performing the reviews was to 
assess the overall quality o f audits conducted under GAS and Cir­
cular A-133, to identify the nature and extent o f particular single 
audit quality problems, and to make recommendations to address 
issues that are noted.
Federal officials who are involved in the stat sample report that 
most o f the reviews have been completed at this stage and that 
the project team is currently working to develop letters summa­
rizing the findings noted to each firm that had an engagement se­
lected for review, A final report summarizing the entire project is 
expected in December 2006.
Continued Problems Noted in GAS and Single Audits
Audit quality continues to be an area o f utmost importance. Both 
peer reviews and AICPA Professional Ethics Division investiga­
tions continue to indicate that there are deficiencies in GAS and 
Circular A-133 audits. Federal OIGs also have found deficiencies 
based on their reviews o f Circular A-133 audit work that are con­
sistent with those found by the AICPA, Audit deficiencies cur­
rently being found are similar to the types reported in previous 
editions o f this Alert, particularly the guidance in Appendix A, 
entitled “Overview of Key Components o f a Single Audit and 
Related Audit Deficiencies,” o f the 2005 Alert. Common defi­
ciencies exist in planning the audit, conducting testing, and re­
porting, including preparation o f the data collection form. Some 
are agency-specific problems, and some are more general auditing 
issues. Following are some common deficiencies noted on audits 
o f federal recipients, including audits conducted in accordance 
with GAS, found during recent peer reviews, AICPA Professional 
Ethics Division investigations o f CPA firms, and reviews by the 
federal OIGs. This list includes some o f the same deficiencies 
identified in past Alerts, indicating continuing problems with the 
same matters. You can consider reviewing your firms policies and 
procedures to see whether your governmental engagements also 
might have these kinds of issues.
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Planning and Supervision
•  The engagement team did not meet the Government Audit­
ing Standards CPE requirements. (An earlier portion of 
this section titled Government Auditing Standards Devel­
opments” discusses changes in Government Auditing Stan­
dards CPE requirements.)
• The auditor used inadequate or outdated reference mater­
ial related to the engagement performed.
• The auditor failed to document audit planning procedures 
or fraud risk assessment and failed to use a written audit 
program or to consult industry audit guides.
•  The audit documentation did not evidence that supervi­
sory review was conducted in accordance with established 
policies and procedures or that audit procedures were per­
formed as planned.
• The auditor did not adequately design internal control and 
compliance procedures, including sampling applications, 
to support the reports issued.
•  The auditor did not completely and consistently document 
the assessments o f audit risk and the risk of misstatement 
due to fraud.
•  The auditor did not sufficiently document discussions with 
auditee management and among staff related to fraud.
• The auditor did not adequately review subsequent events 
or did not adequately document the review.
• The auditor did not modify the management representa­
tion letter when the auditee did not consult an attorney.
• The concurring partner review was inadequate.
Internal Control
•  The audit documentation evidenced an understanding of 
internal control, but did not conclude on whether the con­
trols were placed in operation.
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• The audit documentation did not evidence the auditor’s 
consideration o f the effect of the use of information tech­
nology on internal control. In particular, the audit docu­
mentation did not evidence the basis upon which the 
auditor concluded to assess control risk at maximum when 
controls were significantly dependent upon computerized 
information systems.
Compliance Testing
• The audit documentation did not evidence (1) how the 
auditor derived the sample sizes used for testing, (2) pre­
liminary and final analytical review procedures, or (3) the 
follow-up of open items on tests performed.
• The auditor failed to perform adequate tests in key audit 
areas.
Documentation
• The audit documentation did not support that the re­
quirements of SAS No. 99, Consideration o f Fraud in a F i­
nancial Statement Audit (AICPA, Professional Standards, 
vol. 1, AU sec. 316), were fully implemented.
• The auditor failed to document the determination of 
major programs.
Reporting
• The auditor did not update legal inquiries to the date of 
the auditor’s report.
• The auditor failed to observe or report on inadequate fi­
nancial statement disclosures or the auditee’s incorrect ap­
plication of generally accepted accounting principles 
(GAAP), including the improper accounting for a particu­
lar fund or inadequate financial statement disclosure.
• The auditor did not modify the reports for particular cir­
cumstances, in particular for the use of non-GAAP bases of 
accounting. For example, the reports were not modified 
for financial statements issued under statutory accounting
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provisions or an unqualified opinion was given for finan­
cial statements issued using a grant basis o f accounting. 
Under GAAS, an auditor is permitted to issue a standard 
report on presentations in conformity with GAAP or a spe­
cial report on presentations in conformity with an other 
comprehensive basis o f accounting (OCBOA) as defined 
in SAS No. 62, Special Reports (AICPA, Professional Stan­
dards, vol. 1, AU sec 623.04). (Chapters 14, “Audit Re­
porting,” and 15, “Comprehensive Basis o f Accounting 
Other Than Generally Accepted Accounting Principles,” 
of AICPA Audit Guide State and Local Governments dis­
cuss the required elements of auditor’s reports in various 
situations.)
The auditor’s reports did not appropriately reference the 
applicable auditing standards, financial statements, or 
opinion units.
The auditor did not issue a report on internal control over 
financial reporting and on compliance and other matters 
for audits subject to GAS.
The auditor’s report on the financial statements did not 
refer to the GAS report.
The GAS report did not contain the appropriate restric­
tions on its use.
The auditor did not properly implement all the changes 
made to the “Report on Internal Control Over Financial 
Reporting and on Compliance and Other Matters Based 
on an Audit of Financial Statements Performed in Accor­
dance with Government Auditing Standards, Reportable In­
stances on Noncompliance, and Other Matters Identified” 
or the “Report on Compliance with Requirements Applic­
able to Each Major Program and on Internal Control Over 
Compliance in Accordance with OMB Circular A-133.” 
(The changes were effective May 1, 2004, and were par­
tially implemented on some audits, but some audits were 
released with the former allowable language.)
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The auditor's report did not refer to the appropriate titles 
o f the applicable financial statements.
Items were misclassified on the statement o f cash flows.
The financial statements omitted or made inadequate disclo­
sures related to minor account balances or transactions (for 
example: minor disclosure deficiencies relating to account­
ing policies, inventory, valuation allowances, long-term- 
debt, concentrations o f credit risk, the use o f estimates), 
without mention in the auditor's report.
The financial statements were prepared on a basis o f ac­
counting other than generally accepted accounting princi­
ples (OCBOA) properly reported on but contained 
inconsistencies between the report and the financial state­
ments or OCBOA statements reflecting titles normally as­
sociated with GAAP presentation.
The reason given for OCBOA financial statements was the 
omission of the statement o f cash flows.
The auditor’s report did not indicate the responsibility for 
supplemental information in his or her report.
There were numerous typographical errors on reports.
The auditor failed to include in the report all periods pre­
sented in the financial statements.
The auditor omitted the country o f origin o f GAAP or 
GAAS in the audit report.
There were inappropriate references to GAAP in the ac­
countant’s report on financial statements in conformity 
with OCBOA; however, the report has indicated that the 
basis used is not in accordance with GAAP.
Inappropriate compliance opinion.
Failure to include all required elements in audit findings 
(see related discussion in the section o f the Alert entitled 
“Required Elements Not Included in Audit Findings”).
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Other Audit Procedures
• Failure to audit as major programs type A programs not 
qualifying as low risk.
• Failure to audit all programs included in a cluster of pro­
grams (see related discussion in the section of the Alert enti­
tled “Provisions Relating to Clusters of Federal Programs”).
• Failure to meet the percentage-of-coverage requirement in 
Circular A-133, section 520(f).
• Problems with compliance and internal control work relat­
ing to the audit of federal programs.
• The management representation letter was not properly 
dated or did not cover all periods presented in the financial 
statements.
• The auditor failed to sign off on audit programs.
Help Desk—The AICPA’s Government Audit Quality Center 
(as discussed in the section of this Alert entitled “Governmen­
tal Audit Quality Center”) has additional resources on its Web 
that list common engagement deficiencies. See the GAQC 
Web site at www.aicpa.org/GAQC under the Resources tab to 
learn more about common audit deficiencies in GAS and Cir­
cular A-133 audits.
Required Elements Not Included in Audit Findings
It has been noted by federal quality control reviewers that not all 
auditors are including all of the required finding elements in de­
scribing their findings. Among the required elements being left 
out o f findings are the Catalog o f Federal Domestic Assistance 
(CFDA) number, federal award number, and year for each federal 
program. Section 510(b) of Circular A-133 describes each of the 
elements that should be included in your findings. You should 
ensure that each of your Circular A-133 findings contain the re­
quired elements.
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Provisions Relating to Clusters of Federal Programs
Auditors are reminded of the provisions of Circular A-133 relat­
ing to “clusters” o f federal programs due to continuing quality 
concerns in this area. Circular A-133 defines clusters as a grouping 
of closely related programs that share common compliance re­
quirements. Part 5 of the Compliance Supplement identifies fed­
eral programs that constitute the Research and Development 
(R&D) and Student Financial Aid (SFA) clusters, but also identi­
fies 27 “Other Clusters” of federal programs. Circular A-133 Sec­
tion 105 requires that “a cluster of programs shall be considered 
as one program for determining major programs,” and defines 
any o f the clusters identified in the OMB Compliance Supplement 
as a “federal program.” Section 310(b)(1) requires that auditees 
list individual federal programs within a cluster in the SEFA. The 
auditors Circular A-133 reporting on internal controls and com­
pliance required by Section 505 of the Circular is for each major 
federal program. Therefore, auditors should ensure that federal 
programs that constitute a cluster are grouped as a cluster when 
determining major federal programs and when performing audit 
procedures on those clusters that are major programs.
Deficiencies Under Industry Audit Guides— HUD
The OIGs o f federal agencies that have published agency audit 
guide reports have reported that they have noted certain deficien­
cies in the related work that they have reviewed. In some cases, 
they have found that auditors have failed to report as directed by 
the appropriate federal audit guide. (This assumes that the re­
porting guidance in the federal audit guide is up-to-date.) In 
other cases, for-profit organizations, nonprofits, and public hous­
ing authorities (PHAs) and their auditors have not followed the 
requirements outlined in FIUD’s Guidelines on Reporting and At­
testation Requirements o f Uniform Financial Reporting Standards 
(UFRS) for Public Housing Authorities, Not-for-Profit Multifamily 
Program Participants, For-Profit Multifamily Program Participants, 
and Their Independent Accountants. This H U D  document pro­
vides guidance to PHAs and multifamily participants receiving 
H U D  financial assistance and their auditors in meeting H UD
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audit reporting requirements and requirements for filing finan­
cial information electronically with the H UD  Real Estate Assess­
ment Center (REAC). Specific problems identified include the 
omission of the required supplemental schedules and omission of 
required SAS No. 29, Reporting on Information Accompanying the 
Basic Financial Statements in Auditor-Submitted Documents 
(AICPA, Professional Standards, vol. 1, AU sec. 551), as amended, 
reporting on these schedules.
H U D ’s settlements with two firms in 2005 reinforce the federal 
government’s strong emphasis on ensuring financial accountabil­
ity and the importance of firms taking appropriate steps to ensure 
that they do not have any quality issues. Other steps H UD  has 
taken in this regard include:
• Referrals to state boards of accountancy and the AICPA
• New methods o f audit verification (That is, H U D  staff 
reperforms a portion o f the Circular A -133 audit at 
PHAs to determine whether the PHAs’ audit firms identi­
fied all material instances of noncompliance with federal 
laws, regulations, and contract provisions occurring at the 
agency.)
AICPA Peer Review Checklists— A Tool to Help 
Improve Audit Quality
In performing peer reviews, review teams must complete all rele­
vant programs and checklists issued by the AICPA Peer Review 
Board. The AICPA updates its Peer Review Checklists annually; 
the 2006 versions of those checklists (which include checklists on 
state and local government, health care, and NPO audits; GAS 
audits; single audits; and H UD audits) are now available. While 
intended for use in peer reviews, the various relevant checklists 
may be a helpful tool for your firm or audit organization to use as 
a memory jogger to ensure you have not overlooked anything sig­
nificant before issuing your audit reports. Taking this step may 
help you improve your audit quality. The various relevant check­
lists can be accessed through the AICPA Governmental Audit
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Quality Center at https://gaqc.aicpa.org/Resources/Research+ 
Tools+and+Aids/Peer+Review+Checklists.htm.
The Audit Risk Alert Government Auditing Standards and Circular 
A-133 Audits is published annually. As you encounter audit and 
industry issues that you believe warrant discussion in next year’s 
Alert, please feel free to share them with us. We also would ap­
preciate any other comments that you have about this Alert. You 
may e-mail those comments to mfoelster@aicpa.org or write to:
Mary McKnight Foelster 
AICPA
Governmental Auditing and Accounting 
1455 Pennsylvania Avenue, NW, 4th Floor 
Washington, D C 20004-1081
We also suggest that you review the AICPA Audit Risk Alert— 
2005/06  (product no. 022336kk), which is a general update on 
economic, auditing, accounting, and other professional develop­
ments, and the Audit Risk Alerts Health Care Industry Develop­
ments—2006  (product no. 022346kk), Not-for-Profit Organizations 
Industry Developments—2006  (product no. 022426kk), and State 
and Local Governmental Developments— 2 0 0 6  (product no. 
022436kk), which discuss industry-specific financial statement 
audit considerations. Although not specifically geared toward 
GAS and Circular A-133 audits, those publications might be rel­
evant and valuable to consider in those engagements.
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APPENDIX A
Federal Audit Clearinghouse Top ics
Basic Reporting Requirements
Your client is required to submit both the data collection form and 
the appropriate number of reporting packages (see discussion ear­
lier in this Alert under the heading “Data Collection Form and 
Federal Audit Clearinghouse Update” for recent developments re­
garding submission of reporting packages to the Clearinghouse) to 
the Federal Audit Clearinghouse (FAC) within 30 days of receipt of 
the auditor's reports, but no later than nine months after the end of 
its fiscal year. The form requires information regarding the period 
under audit, the client, the auditor, a summary of the client’s fed­
eral expenditures, and a summary of the results of the audit.
To take advantage of the online editing feature, the client is en­
couraged to use the Web to submit the data collection form to the 
FAC electronically. However, until the FAC receives an acceptable 
reporting package(s) and the data collection form, the client does 
not receive credit for meeting the submission requirement.
Subrecipient Reporting Requirements
Form SF-SAC, the data collection form, provides information on 
the results o f the Circular A-133 audit and is entered into a data­
base maintained by the FAC. Although both you and your client 
complete parts of the data collection form, your client is responsible 
for submitting both the form and the appropriate number of re­
porting packages to the FAC. If your client is a subrecipient, it 
also is required to forward a copy of a reporting package to the pass­
through entity (PTE) when the schedule o f findings and ques­
tioned costs contains audit findings relating to federal awards 
provided by the PTE or when the summary schedule of prior 
audit findings reports the status of any audit findings relating to 
such awards. If the report contains no such findings, a subrecipient
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is required only to provide the affected PTEs with a notification 
that the audit was completed and that neither the schedule of 
findings and questioned costs nor the summary schedule o f prior 
audit findings contained findings relating to the federal awards 
provided by the PTE.
Help Desk—If either you or your client has a question about 
the data collection form, the FAC has posted on its Web site a 
useful set of responses to frequently asked questions. As noted 
in the section of this Alert entitled “Data Collection Form and 
Federal Audit Clearinghouse Update,” FAC representatives 
also are available by phone.
Common Reasons for Rejection
FAC representatives have identified a number of common faults 
that would cause the FAC to reject a filing. Among these are the 
following:
• Part III, Item 8, “Federal Agency Distribution,” is incorrect: 
A reporting package is distributed to federal agencies only if 
there are current year findings on directly funded programs, 
if the program is listed in the Schedule of Prior Year Find­
ings, or they meet the threshold for coverage by a federal 
cognizant agency not covered by findings on direct funding.
• Part III, Item 9c, “Research and Development,” is invalid 
(either blank or more than one box is checked).
• Part III, Item 9f, “Direct award,” is invalid (either blank or 
more than one box is checked).
• Part III, Item 9a and 9b “CFD A  Number,” Multiple 
CFDA Numbers appear on one program line or an extra
is included before the CFDA Extension.
Tips on Reviewing Forms Before Submission
To avoid a data collection form rejection, it is important for the 
form to be carefully reviewed by the auditor prior to its submis­
sion by your clients. Here are a few tips you can use within your
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practice to review data collection forms before they are submitted 
to the FAC, and some “red flags” that can raise questions with 
federal inspectors general.
Part II: Financial Statements. Part II refers to the financial state­
ment report and the report issued under Government Auditing 
Standards, not the reporting on internal control and compliance 
relating to federal programs. A tip for the person reviewing Part II 
is to simultaneously read the final auditor reports and the form, 
to ensure this section is prepared using the final versions of the 
auditor reports and that the entries on the form are consistent 
with those reports.
Part III: Federal Programs. In reviewing this section of the form, it 
is good practice to read the instructions to Form SF-SAC for Part 
III. Those instructions include useful information. Again, simul­
taneously reviewing the final Circular A-133 reporting and the 
form is good practice to ensure that the entries on the form are 
consistent with the results of the audit. Other tips for reviewing 
various items in this Part follow.
• Item 7: This should be answered “no” if the summary 
schedule of prior audit findings indicates there were no 
prior audit findings.
• Item 8: It is important to ensure that all agencies affected 
by a cross-cutting finding are included. Also, the line “and, 
if not marked above, the federal cognizant agency” should 
not be checked if the client is too small to have a cognizant 
agency. Finally, it is important that the finding write-ups 
include all of the required elements, including the Catalog 
of Federal Domestic Assistance (CFDA) number, to ensure 
that Item 8 is properly completed.
• For Item 9 in this part, Column B should include the 
award number when the award does not have a three-digit 
CFDA extension.
• In Item 9: The programs should be listed in the same level of 
detail as in the Schedule of Expenditures of Federal Awards 
(SEFA). For instance, if the SEFA lists 10 Department of
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Health and Human Services (DHHS) awards within one or 
more CFDA numbers, Item 9 should list 10 D H H S 
awards; there should not be one total HHS line.
• Good practice is to prepare a written reconciliation between 
the total of Item 9(e) to the total of the schedule of federal 
award expenditures included in the Circular A-133 report. 
Common reconciling items include amounts that are re­
ported in the footnotes to the schedule of expenditures of 
federal awards. For example:
— Student loan outstanding balances
— Administrative cost allowances
— Commodities
— Donated property
— Interest subsidies
— Insurance
• For Item 9, another good practice is for the reviewer to in­
dependently verify that Columns C, F, and G have been 
completed correctly. That is particularly true for very 
lengthy data collection forms, as it is easy to inadvertently 
mark the wrong box.
• Item 10, Column A, should not include response P 
(“Other”) very often. Sometimes, form preparers will tend 
to use “P” rather than take the time to properly match a 
finding to the appropriate compliance requirement. If a 
“P” is noted as a response, extra attention may be needed 
to assure that the response is correct.
• Item 10: Column B, “Audit finding reference numbers,” 
should reconcile to Item 8 in Part III, allowing only for dif­
ferences relating to prior year findings covered in Item 8, 
but not in Item 10.
Red Flags Raised by Incorrect Data Collection Forms
Federal OIGs sometimes review specific data collection forms or 
use the Clearinghouse database to determine potential problems
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or issues with single audits that have been performed. Once po­
tential problems are identified, the OIGs will likely contact the 
auditor for additional information or may decide to perform a 
quality control review of the engagement in question. For this 
reason, it is even more important that the forms be completed 
correctly. The following are some of the red flags that incorrect 
Form SF-SAC submissions might raise with federal reviewers:
• If Part I is not fully completed, federal reviewers might 
conclude that the form was prepared in a hasty and sloppy 
manner.
• If the wrong box is checked in Part II, federal reviewers 
might conclude that the preparer did not understand the 
nature of the auditor’s report that was issued.
• If the wrong boxes are checked in Part III, Items I through 
8, federal reviewers might conclude that the auditor did 
not understand one or more of the following concepts: low 
risk auditee, type of report issued, or what belongs on the 
summary of prior audit findings.
• If Part III, Item 9, is not completed properly, the federal re­
viewer might conclude that the auditor did not understand 
the concept o f “major programs,” or that the auditor au­
dited the incorrect major programs. Further, he or she 
might conclude that the auditor does not understand the 
nature of the findings reported.
Data Collection Form Revision
For one reason or another, your client may need to revise a sub­
mission that has been made to the FAC. If this is the case, you 
should keep the following in mind:
• You must use a paper copy of the form (available at http:// 
harvester.census.gov/ fac/collect/formoptions.html).
• You should write “Revision” at the top of Page 1 and fill 
out Page 1 completely.
• You and the client should sign and date the form again.
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• The client should fill out corrections/additions/deletions 
only.
• The client should re-total total federal awards expended (if 
needed).
• The client should send the paper form to FAC along with 
a cover letter summarizing the nature of the revision(s).
You should note that the FAC Web site has instructions for such 
revisions.
Using the FAC Database
You may find it worthwhile to investigate the FAC database. You 
can find instructions for its use on the FAC Web site at http:// 
harvester.census.gov/fac. The FAC expects that the major users of 
its database will be federal sponsoring agencies. A number of 
agencies report that they have found it useful, for example, to 
compare the results o f their own programmatic audits with 
those Circular A-133 audits performed by independent auditors 
and filed on the database. FAC officials also point out that you as 
an auditor can benefit from the database. For example:
• You and your clients can check on the status of submissions.
• You and your clients can ascertain the status of their subre­
cipients’ submissions.
• You can perform overall analytical assessments o f your or­
ganization’s audits to determine, for example, whether 
there are any problems with the two-year look-back rule 
and major program determination. Although this is true, 
the FAC should not be the ones making this point.
• You can look at reports or findings related to programs you 
are auditing to supplement staff training.
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APPENDIX B
Research Tools, Aids, and Other Resources
The following lists Web sites o f many of the organizations re­
ferred to in this Audit Risk Alert, as well as others that you may 
find useful. The AICPA section also includes a summary of pub­
lications and continuing professional education (CPE) courses, 
information on conferences, and other resources the AICPA of­
fers that may assist you as you perform audits in accordance with 
Government Auditing Standards (GAS) and Office of Manage­
ment and Budget Circular A-133, Audits o f States, Local Govern­
ments, and Non-Profit Organizations (Circular A-133).
AICPA 
Web Site
The AICPA Web site at www.aicpa.org offers users the opportu­
nity to stay abreast o f developments in accounting, auditing, and 
professional ethics. Online resources include professional news, 
membership information, state and federal legislative updates, 
AICPA press releases, speeches, exposure drafts, and a list of links 
to other accounting- and finance-related sites. The site also has a 
“Talk to Us” section, allowing users to send e-mail messages di­
rectly to AICPA representatives or teams. The AICPA Govern­
mental Audit Quality Center’s Web site (http://gaqc.aicpa.org/) 
provides updates, developments, and resources specifically related 
to governmental audits.
Publications
The following AICPA publications may be o f interest to practi­
tioners who are performing GAS and Circular A-133 audits. You 
can order AICPA publications on the Web at www.cpa2biz.com 
or by calling (888) 777-7077.
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• Audit and Accounting Guides
— Government Auditing Standards and Circular A-133 Audits 
(product no. 012746kk)
— State and Local Governments (product no. 012666kk)
— Health Care Organizations (product no. 0126l6kk)
— Not-for-Profit Organizations (product no. 012646kk)
— Federal Government Contractors (product no. 012606kk)
The AICPA offers these Audit and Accounting Guides in a num­
ber of versions: paperbound, CD-ROM , CD-ROM  subscription, 
and online subscription.
• Audit Risk Alerts
— Audit Risk Alert—2005/2006  (product no. 022336kk)
— Health Care Organizations Industry Developments—  
2005/2006  (product no. 022346kk)
— Not-for-Profit Organizations Industry Developments—  
2006  (product no. 022426kk)
— State and Local Governmental Developments (product 
no. 022436kk)
• Practice Aids
— Independence Compliance: Checklists and Tools for Com­
plying With AICPA and GAO Independence Requirements 
(product no. 006627kk)
— Auditing Recipients o f Federal Awards: Practical Guidance 
for Applying OMB Circular A-133, third edition (prod­
uct no. 006621 kk)
— Applying OCBOA in State and Local Governmental F i­
nancial Statements (product no. 0066l4kk)
— Not-for-Profit Organizations: Checklists and Illustrative 
Financial Statements (product no. 008985kk)
— State and Local Governments: Checklists and Illustrative 
Financial Statements (product no. 009035kk)
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Continuing Professional Education Courses
The AICPA offers CPE courses related to Government Auditing 
Standards and Circular A-133 audits in text format for both pub­
lic presentation group-study and self-study, in Web cast CD- 
ROM format for self-study, and in video-based format for both 
self-study and on-site group study. You can obtain information 
on these and other AICPA CPE courses on the Web at www. 
cpa2biz.com or by calling (888) 777-7077.
Public presentation group-study text courses include the following:
Advanced Auditing of HUD-Assisted Projects
Applying A-133 to Nonprofit and Governmental Organi­
zations
Audits of HUD-Assisted Projects
Governmental Accounting and Auditing Update
Governmental and Nonprofit Annual Update
Nonprofit Auditing and Accounting Update
Sharp-Witted Studies on Single Audit and Yellow Book 
Snafus
Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations
Workpaper Techniques for Government and Nonprofit 
Organizations
• The Revised Yellow Book: Government Auditing Standards 
Self-study text courses include the following:
• Advanced Auditing o f HUD-Assisted Projects (product no. 
730192kk)
• Applying A-133 to Nonprofit and Governmental Organiza­
tions (product no. 730207kk)
• Audits o f HUD-Assisted Projects (product no. 730297kk)
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• Governmental Accounting and Auditing Update (product 
no. 736476kk)
• Governmental and Nonprofit Annual Update (product no. 
731933kk)
• Nonprofit Auditing and Accounting Update (product no. 
732092kk)
• Sharp-Witted Studies on Single Audit and Yellow Book Sna­
fus (product no. 733030kk)
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations (product no. 7344l 0kk)
• Workpaper Techniques for Government and Nonprofit 
Organizations (product no. 732635kk)
• The Revised Yellow Book: Government Auditing Standards 
(product no. 736115kk)
Webcast CD-ROM s include the following:
• Government Auditing Standards and Circular A-133 Audits 
(product no. 780031 HSkk)
The AICPA also offers the following video-based courses for self- 
study and on-site group study:
• Applying A-133 to Nonprofit and Governmental Organiza­
tions (DVD/manual product no. 187205kk)
• Governmental Accounting and Auditing Update (DVD/ 
manual product no. 186482kk)
• Governmental and Nonprofit Annual Update (DVD/manual 
product no. 181935kk)
• Nonprofit Auditing and Accounting Update (DVD/manual 
product no. 1820703kk)
• The Revised Yellow Book: Government Auditing Standards 
(VHS/manual product no. 187105kk)
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Information on these and other AICPA government and not-for- 
profit auditing courses is available at www.cpa2biz.com or by 
calling (888) 777-7077.
Online CPE
AICPA CPExpress, offered exclusively through CPA2Biz.com, is 
the AICPA’s flagship online learning product. AICPA CPExpress 
now offers a free trial subscription for up to 30 days. AICPA 
members pay $149 (nonmember, $369) for a one-year subscrip­
tion. Divided into one- and two-credit courses that are available 
24/7, AICPA CPExpress offers hundreds of hours of learning in a 
wide variety of topics. Topics o f interest include the Government 
Auditing Standards, Circular A-133 auditing, accounting and fi­
nancial reporting pronouncements, HUD, industry updates, and 
other pertinent issues. To register or learn more, visit https:// 
www.cpa2biz.com/CS2000/Products/CPA2BIZ/CPExpress.htm
Industry Conference and Training Programs
The following events may benefit you as you seek to enhance the 
quality of your GAS and Circular A-133 audits.
AICPA National Not-for-Profit Industry Conference
This annual conference is ideal for experienced audit and tax 
practitioners, as well as NPO financial executives, and provides 
technical information for those decision-makers. It offers ad­
vanced and in-depth training on the key NPO, auditing, tax, and 
management issues and includes sessions relating to GAS and 
Circular A-133 audits. Further, it provides up-to-date informa­
tion on the latest regulatory guidelines, Congressional initiatives, 
and industry innovations. The 2006 Not-for-Profit Industry 
Conference was held June 15 and 16, 2006 in Washington, DC.
AICPA National Governmental Accounting and Auditing 
Update Conference
This annual conference is designed for practitioners; officials 
working in federal, state, or local governmental finance and ac­
counting; and recipients of federal awards. It is the premier forum
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for the discussion of important governmental accounting and au­
diting developments, including those related to GAS and Circular 
A-133. Participants will receive updates on current issues, practical 
advice, and timely guidance on recent developments from experts. 
The 23rd annual National Governmental Accounting and Audit­
ing Update Conference will be held on September 18 and 19, 
2006, in Denver, Colorado. Optional pre- or post-conference 
workshops at both venues offer an intensive, interactive opportu­
nity for additional CPE.
AICPA National Governmental and Not-for-Profit 
Training Program
This annual program is designed for practitioners or accountants, 
auditors, and other staff in government and NPOs. It is an interac­
tive training program with a number of concurrent “roll-up-your- 
sleeves” workshops. Attend to receive in-depth, hands-on training 
in NPO and government accounting and auditing topics, includ­
ing training related to GAS and Circular A-133. This conference 
will be held on October 16—18, 2006, in Las Vegas, Nevada.
AICPA National Healthcare Industry Conference
This annual conference allows participants the opportunity to 
gain the information and techniques needed to stay on top of 
trends that are important to healthcare auditing practices, as well 
as healthcare organizations (including those that are NPOs, gov­
ernmental entities, and for-profit organizations). With access to 
some of the nation’s top healthcare specialists, there will be up-to- 
the-minute information on the latest developments in healthcare 
issues relating to physician practices, revenue management, the 
Health Insurance Portability and Accountability Act (HIPAA), 
accounting and auditing, tax, operations, and much more. This 
conference will be held on November 2 and 3, 2006, in New Or­
leans, Louisiana.
Help Desk—You can obtain more information about the confer­
ences or the training program on the Web at www.cpa2biz.com 
or on the events page of the Governmental Audit Quality Center 
at http://gaqc.aicpa.org/Events/) or by calling (888) 777-7077.
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Governmental Audit Quality Center (GAQC)
The GAQC, which is designed to improve the quality of govern­
mental audits, provides firm members with a set of best practices 
and tools in the specialized area o f governmental auditing, in­
cluding Yellow Book and Circular A-133 audits. It also includes a 
comprehensive Web site at www.aicpa.org/GAQC. See addi­
tional details about the Center in the section of this Alert entitled 
“Governmental Audit Quality Center.”
Help Desk—With all of the quality issues being noted in gov­
ernmental audits, your firm should consider joining the center. 
Information about the GAQC, including details on the mem­
bership requirements and fees for membership, is on the Web 
at www.aicpa.org/GAQC.
Accounting and Auditing Technical Hotline.
The Technical Hotline answers members’ inquiries about account­
ing, auditing, attestation, compilation, and review services. Call 
(888) 777-7077 or go to the AICPA’s Web site at www.aicpa.org.
Ethics Hotline
Members o f the AICPA’s Professional Ethics Team answer in­
quiries concerning independence and other behavioral issues re­
lated to the application o f the AICPA Code o f Professional 
Conduct. Call (888) 777-7077.
Fax Hotline
The AICPA has a 24-hour fax system that enables interested persons 
to obtain information that includes, for example, current AICPA 
comment letters, conference brochures and registration forms, CPE 
information, actions of the Accounting Standards Executive Com­
mittee (AcSEC), and legislative news. To access the hotline, dial 
(201) 938-3787 from a fax machine and follow the voice cues.
Service Center Operations
To order AICPA products, receive information about AICPA ac­
tivities, and find help on your membership questions call the
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AICPA Service Center Operations at (888) 777-7077. The best 
times to call are 8:30 a.m. to 11:30 a.m. and 2:00 p.m. to 7:30 p.m., 
Eastern Standard Time. You also can order AICPA products 
from the Service Center by facsimile at (800) 362-5066 or visit 
www.cpa2biz.com to obtain product information and place online 
orders.
Other Non-Federal Resources
Federal Accounting Standards Advisory Board
The Federal Accounting Standards Advisory Board (FASAB) is 
the accounting standard-setter for financial statement audits of 
federal entities. This Web site provides up-to-date information of 
the activities of the board and its various technical projects. Go to 
WWW.fasab.gov/.
Financial Accounting Standards Board
The Financial Accounting Standards Board (FASB) is the ac­
counting standard-setter for financial statement audits o f for- 
profit and NPOs. This Web site provides up-to-date information 
of the activities o f the Board and its various technical projects. Go 
to www.fasb.org/.
Governmental Accounting Standards Board
The Governmental Accounting Standards Board (GASB) is the 
accounting standard-setter for financial statement audits of state 
and local governmental entities. This Web site provides up-to- 
date information o f the activities o f the board and its various 
technical projects. Go to www.gasb.org/.
Thomas Legislative Search
When performing governmental audits, there may be a need to 
review recent legislation related to particular federal programs. 
This Web site provides access to federal legislative information. 
Go to http://thomas.loc.gov.
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Federal Resources
Catalog of Federal Domestic Assistance
Federal financial assistance is classified into program categories in 
the Catalog of Federal Domestic Assistance (CFDA). Circular A- 
133 defines federal programs as all federal awards under the same 
CFDA number. This Web site is an electronic searchable version 
o f the CFDA, which may be useful for identifying or verifying 
CFDA numbers. Go to www.cfda.gov.
Department of Education: Office of Inspector General 
Nonfederal Audits Team
The purpose of the Department of Education’s (DOE’s) Nonfed­
eral Audits Team is, among other activities, to carry out the re­
sponsibilities specified in the Single Audit Act and Circular 
A-133 and the Higher Education Reauthorization Act and imple­
menting regulations. Those responsibilities require the Office of 
Inspector General (OIG) to assure the quality and usefulness of 
the nonfederal audit process. This Web site provides sources, in­
cluding various audit guides, to assist in the conduct and under­
standing of single audits and audits of Student Financial Aid. Go 
to www.ed.gov/about/offices/list/oig/nonfed/index.html.
Department of Housing and Urban Development:
Office of Inspector General
The Department of Housing and Urban Development (HUD) 
OIG promotes the integrity, efficiency and effectiveness o f HUD 
programs and operations to assist the Department in meeting its 
mission. Among the items found on this Web site is the Consoli­
dated Audit Guide for Audits o f H UD Programs. Go to www.hud. 
gov/ offices/oig/.
Department of Housing and Urban Development: Real Estate 
Assessment Center (REAC)
The Real Estate Assessment Center’s (REAC’s) mission is to cen­
tralize the assessment of all H UD housing into a single organiza­
tion. Among other things, the REAC team analyzes data, develops
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objective performance scores and delivers assessment results to 
H UD  program staff, and others charged with preserving Amer­
icas housing stock. The REAC team also assesses the quality of 
the audit work being performed on various types of housing au­
dits. This Web site is of interest to auditors in that it provides the 
latest news and happenings related to H UD housing audits. Go 
to www.hud.gov/offices/reac/.
Federal Audit Clearinghouse (FAC)
Among its various roles, the Federal Audit Clearinghouse (FAC) 
assists federal agencies in obtaining Circular A-133 data and re­
porting packages, as well as assists auditors and clients to mini­
mize the reporting burden of complying with Circular A -133 
requirements. This Web site contains the various versions of the 
data collection form (Form SF-SAC), provides a means for elec­
tronic completion and submission o f the data collection form, 
and allows users to search the FAC’s database, which contains in­
formation obtained from data collection form submissions. Go to 
http: //harvester, census.gov/fac.
FirstGov
This Web site is the official U.S. gateway to all government infor­
mation. It includes a powerful search engine and a collection of 
links that connect you to millions of Web sites— including those 
of the federal government; state, local, and Indian tribal govern­
ments; and foreign nations. For example, if you need to research 
a new regulation that might affect a federal program you are au­
diting, there are links to search the Code of Federal Regulations 
an d the Federal Register. Go to www.firstgov.gov/.
Government Accountability Office
Main Page
The Government Accountability Office (GAO) Web site at www. 
gao.gov contains links to the hundreds of reports and testimony 
to the Congress each year on a variety of subjects, including ac­
counting, budgeting, and financial management. Hard copies of 
GAO reports and testimony can be obtained from the GAO,
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441 G St NW, Room LM, Washington, D C  20548; phone 
(202) 512-6000; fax (202) 512-6061; or a t  www.gao.gov/cgi-bin/ 
ordtab.pl.
The GAO's Web site also includes Comptroller General decisions 
and legal opinions, GAO policy documents, and special publica­
tions. You may subscribe to GAO daily electronic alerts at www. 
gao.gov/subtest/subscribe.html.
Government Auditing Standards Section
The GAO Internet site at www.gao.gov contains links to the hun­
dreds of reports and testimony to the Congress each year on a va­
riety of subjects, including accounting, budgeting, and financial 
management. Hard copies of GAO reports and testimony can be 
obtained from the GAO, 441 G St NW, Room LM, Washington, 
D C  20548; phone (202) 512-6000; fax (202) 512-6061; or 
WWW.gao.gov/cgi-bin/ordtab.pl.
The GAO's Internet site also includes Comptroller General deci­
sions and legal opinions; GAO policy documents; and special 
publications. You may subscribe to GAO daily electronic alerts at 
www.gao.gov/subtest/subscribe.html.
The following are among the publications available on the GAO’s 
Internet site at www.gao.gov/govaud/ybk01.htm. Certain of them 
also are available in printed form, as explained at that Internet site:
• 2003 revision to Government Auditing Standards, which 
are standards that relate to financial and performance audits 
and attestation engagements o f governmental organiza­
tions, programs, activities, and functions, and of governmen­
tal funds received by contractors, nonprofit organizations, 
and other nongovernmental organizations.
• Technical Amendment to the CPE Requirements o f the 2003  
Revision o f Government Auditing Standards amends the 
2003 revision to Government Auditing Standards effective 
for CPE measurement periods beginning on or after June 
30, 2005, with early application encouraged.
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• Government Auditing Standards: Answers to Independence 
Questions responds to questions related to Government Au­
diting Standards independence requirements, including 
implementation time frame, underlying concepts, and ap­
plication in specific nonaudit circumstances.
• The exposure draft o f the 2006 revision to Government Au­
diting Standards and the clarification on the proposed im­
plementation dates for that revision. (The final 2006 
revision will be posted at that site when finalized.)
• The temporary exemptions from certain provisions of the 
2003 revision of Government Auditing Standards for audi­
tors and audit organizations affected by Hurricanes Kat­
rina and Rita.
Government Printing Office Access
The Government Printing Office (GPO) disseminates official in­
formation from all three branches o f the federal government. 
This Web site includes a comprehensive list of official federal re­
sources available (and related links) and is the official online 
bookstore for government publications available for purchase. 
(For example, you can purchase GAS or the OMB Circular A-133 
Compliance Supplement, www.gpoaccess.gov/.)
IGnet
The Federal Inspectors General are often involved in performing 
desk reviews and quality control reviews of selected single audits. 
This Web site includes electronic versions of the audit review 
guidelines that are used to perform those reviews. Go to www. 
ignet.gov/.
Office of Management and Budget
Main Page
The Office of Management and Budget (OMB) oversees and co­
ordinates the federal government’s procurement, financial man­
agement, information, and regulatory policies. This Web site 
includes information on the federal budget, the President’s
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management agenda, and regulatory and legislative information. 
Go to www.whitehouse.gov/omb/.
Grants Management Section
OM B is responsible for the various circulars that greatly affect 
governmental audits. This Web site provides electronic access to 
all circulars including A-133, A-87, A-21, and A-122 and to the 
Compliance Supplement: www.omb.gov/grants. Circulars A-21, 
A-87 and A-122 and OMB's related grants-streamlining process 
are described in the section of this alert entitled “Grants Stream­
lining Process.”
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